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Seeléeiden,

| e plaesed o eelviss fhal med ety wes 2006 yeh emether tserd yser
foup your Compary hae new wssdsd T rvemve and camings gosls
for fho deith yeer b @ e 2006 wes tuly @ el yeer, b
patheps mere peterly, we heve begnm to loy fhe geundwer
dgnifteantly euiperierm ewr s deller yeer th the mmediels fhue.
Ereeptionsl. growilh hes been aditeved ewer the lesl (low yeem e be
ieaull of sovarel engenie growtlh epperiuaiics Wduding @ sieng menel
Nietwilbtariing these echioemens, eur & fhe
DET dbvisten off RAG Cesl rismethenst wil mere lem deulsts de dias
of Bugys in 2007

FNANTAL CVEMEW

Revenwe merseses) by 28% end coring Geffore e, tores
owr 2005. Shee 2000, we hove edhittved @ compowie ERLE
gowih eie of 17.5% k s end ar exsgiens S246% eempewie
el grewth wte ik ERTOA pefemienes. We lsliowe thet we wil
entinue o grow (i peesitage @ epaiiere diidendess Maces
wilih eur maw {teeifes end @p direng mere epperiumies altow ws &
furtier grow e lvsiness.

Budisg of yeerend b @ rew e of millter. Albewgh ciermeiie
e yeor eme we enicizste thet s eehvy wil cerine %o grow & ¢
persrtegs o everel e e (e fex fow yeam.

Gt epzmeling reretned dierg for fhe yeer es we e (o e of
au ieriachving amg) servies cepealbiity. We enitdizsts fict th 2007, ew
caplisl spamehng wil eppiesimels ew 2006 toval of $74 millon. W

lostheve (e (e ermuel eapliel ezt wil edves depiteertly ene:
we bow cuplitd the epowsen ol modenzlor o ew Sel
Miwaies foeiifes.

MARKETR@VERVIEW]

Alihengh we apeimeed sone ceing W cateln commedly Efes:
towards e end of fhe yeek, we bl fist the lundomerisls of e
amen commesly cydle are autalinelblis. We bellews b treie ane
lise distnet maker phesonene fhet wil bede well for w e we
g fheeugh the ne sverel yeom.

Fies e (ertnerss et meitent te the esnemie growh of Chire. T
feues theh Chime leds ey of the Astivel ¥ remdb to fuel Bs
sunig gowlh meens thet soverel of fhe muliinetfiorsl
Wexttam ailtiing cempenies wil aeniine o ieress cemmeelly preslsdien
to amzzt Chime's rewsh. These histeres) eustemem f Bueys 3
P ow eapprEr © atee (e rewssary Ceeps, on @@ e
@ching essl o previcis Chine wilh T il wew metsrel aesss. Chire
dloss hows dgnlficent ieeerves of themel cod end frey @
minivg eael of @ woe peea. Tiey ereseded o biller tons &f @mmur:
piedivetion T 2006, wiiek b eippieximataly dowls ths emeurt f fhemci
conl mined 1 e U.S. dhuing the sams parted. Alteugh mes of e
el n Chne s weed) for grvezstlion, Ciire alio lzads The werks
1 clfters o Meeers (e geicston of esal for efver Feurifel seesk.
Pt mere tnpertenty, Chire ads 1+ aesl gpefadton, e Edraiegs
of corvailg eesi to tguid el (CT) dalopment. Chire depss lep f ¢
wil b2 ebils %o euatiually 10% of teir ernal e seses by
aemvadig ket vert reeres of cosl tofugl Allkengh ik ClL greesss
b soverdl yeams eid ans well edettiidhes, 1 e sever beer appied %




the eesie bel i widkr develapment i Chine. W belisws that he
growts ih Clhing will previdte ey cevenal mere yeems of bigh e for

The swone) et elel phenemenen & fhe dgriffeert gowdy i
el semeb Ereelvelon. Exdsiing erelach eerliiue © ageresively xpans
are rew @rejEes ae (eing cresteize. Sevarel biller elllas ae bxing
gt 1o exiee &l sareh lem the Alheleres rgion of werlhen Al
b i tomhewerd) thiet evment meetresh @lllow fer @ lbawel of avdls off
e o prodvess ot © caxtt off SACGHRS. Not enlly slo cuneit of @rces
mafe fis cos ey el vary eeenemiteal, mensevar, Merh Ansigar
ol prediueiten s viswes es sicisghealy afifieel em @ glebel pempeaive.
Abhitierelly, tee oo cuer dsvelepments fo geslly seme of Wesarn
Cenergie's vesd el reserves for converting wettsy (o seen bt i wese
i the SAGD er ety mnctiredh for extieaing Stumer fom fhe of sards
wistngrewel. This codd posstlelly gnerets edlditene exeeveter busiess
for Bugyns 1o expend procucion of tiese cosl deich. Prally, tie
frememedions meeese W @iy n (e provines of Alsare hes cested @
aese o adéittenel oY fhe
enfising cow s mower plons in ond aewme Albsts.

Tk e dmppromtent ourelest crovaiepmsn b fie rsugenes of s comnsdie
U.S. codl mardel. For yeem fhere were wiiusly ne csel fied gowsr
pliarts foeing eemtempletzd i he U.S. @ mes pewer selfions being
Sovelioped vy nalurel ges fires) tultnes. The iigh cest off returel ges
eanphedd] wilh e relafive unastelty of reiviel ges esanes s providad
@ dieng e o weal ied power genaetion. The Ensigy Ilommetion
Agerey BA) cpats el tdey hee oo see than 750 cw
e powser plerts [Being cermsmpiisies) er censiveizd i fie V.S, The
wlalencing of aupply end demere 1 the V.S, ol meniel et aimost
30 e aff wntisettsmas, hes providd the hipsivs fer V.S, cesl compontss
to quend memey,  They ae whibidhing end vpgrerhng their lizss ere
scemmistantrg) Buayus daglines fhet have besh paled tbr sswal
Wy lettove tied the rebeliomcting eff the U.S. avel menkes elong
bedes wel for be medhr ard lomg temm (Wi of e US. ol weriet,
Coal geniiteation and CT. progessss @ alko beirg Nxd en © ol
scele in catetn U.S gt whidh eald elko trocess fe nesd fbor
eetifens] meehinery ever fime.

W brzteve that 1 addlifion 1o the dbeus, Wperton meiles fe lndto
eeule ek Beghn flo gereele mots businass for Buams. Over e pasd faw
yeam, lhdte emfosrted on @ Ehwelzeion deisgy of estem eosl feids
Vs cedl feidhs were bid e o varfiows confiratien e Gypfeelly lese
eell centieeies e we ws egplipmEn ¢ fhe seele fan we wemdaeie.
Tie prtvetaeion dietsgy hes adiieved ey mbed eadis. We bellon
et fhee e nez for wonl 1 Inghe will cowse e govarmen o
e o Gyparelrg e lage, wel cxeblidied cod fsitds epaeiad by
govemmert ewnsd Ceel hele. Thlk Wareassd teews en Ceal Inelie
oedvelier deuld meem eoditorel clhamelet e ew wedine
bvstinzss for Busyms w this eneging merkel.

Firallly, 28 Bucyms dreglires hewe lbeen seommiionss over the post
o yeams, 17 eff wihich are of die lenger dias eutegory. Simes Tie pesl
o dsuemmtsiored siagires & mow e wmel, we bolews ber
inaemesd werld denand for coel end e Il wilhasiion eff oriing
ey dieuit imas 1o @ wHeivaly deng asw degine demers) in e
el @rel medum . Mot of the wew disghie weuiemnerts to deie

hewe leem o awperd amelt peduditorn. We howe et to 536 e
inevitstsls replocanent of diuglines cwen freugh cu everege s lilo
30 e old. W delliewe (har some of the neer s cragine ey
wifl b2 ieplecement of cding medhires.

We anmoviesd em Dieemiber 17, 2000 tet we hes ereed o ©
dhee pudiere egeshst wih 8AG Ceool remefore of Ewen,
Caamary o puidiese et OBF dvisten for $710 willlen i cah @l
47 A7 s & ewr commen dedk whidh epprodmess 21 willien. b
® erictpaiied fhat The pudioss Erive wil ke fodsd uing @ vertsy of ddbs
welitcles. ke erguistiton of BT wil effisabvay dodats (e e of Bueyus.

The siterele behind it pudhese f& asuoly quiis dmple. Cver
arehell of fhe eesl in fie weild is mined wing wiskrgewrd melieds.
Ao eedevdy deied, fe ghlel need for cedl % wall diffned
o @enkemps exfisilided in the cllimperent
anenging metes of Chire erd Ruste whene cesl s minsy @

breaclly using unergrennd mefhegh.

DBT's enpeiationa philsserhizs cve quile siniller %o fhose of Bugyus end
thercliove, ntagyeiien & e two comperies dheuld be mere eenly
oehievelsls As cur glelbsl cusliemer lsene cenlFres o comslidiets, T
ezl fhel we are cko ® ® gesiler o wovide @ breeds wepe of

avpply o feses alHmpenian gllssl compertes.

I edliter: o sierg maie denmere for e madines, we ganie o
ellow @ corgemsiewids growih sy ts imewase ar dhae of gere
perh ane ssrvies, (7 2008, we adiswed @ tood menel diens vl
fror spore pavs. Aceierelly, ewr 2006 spaie purk enel ssrvies By ue
neassed by 22% over 2005 levek. Betlh of frese cnsen mamein sierg
engmie growilh epperiviies for Bueyws. W alse bhewe et mweh
of te cpemstiorsl excellons Wglumerisd e Susms o adisve i
sugeErs eor (b fplemertes o SBT o ceesusts therr sliemaeriet
growmih epperiviies o well
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2008 was iy an eeepiicnsl yeer, alivugh cisary the b s ya
® come. We are eeied abaut awr eersfines engemic growt, The
dierg mote) for cwr p ang moeoses dieghne cdivby;
however, we a® pefieps med exdisd b the hive prespeets
o @ comloved Bueyrs/DBT. Ihifdl wote) woelor o ew
ermevresmsn of e DBY auguiviion wes very encoweging. YW
oalheve fhop fhis wes fhe comee dergge move for Bueyms are
we iy isrd to erewe fhet fhess high epacafons are met wil
eemmensels growil end carmings peiermenes.
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'S A SKILL THAT EACH OF US BRINGS TO THE JOB.

T aibily %o inepire ~ and t e rapied ~ i whet Yerdior=s @ dvase collection of peope into © Ty greck compony. By ol
emgamaes, Buoyms s @ iy gresh company. Y oo an cmewing crmpoyse reierion s, as wal o oy tid, fourtt, amd even
Hah gererettion empioyass. We proe ousshes on an operdeer policy, by which lsbor ord merogerent worl togaier 1o
geneiehe quelify eaule, werthwills gosls, il esped ane © sisady supply of inspirlior.

rmoiofion & @ drving foree with our employess, e Heofter Barmet, wito
s @ procluction. weltder by rede amd o Busyrs arployes by dhotes




'S AN INTEGRAL COMPONENT IN EVERY DRAGLINE W BUILD.
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S A CUTURE OF ONCSOING CROWTIH POSSIBLE.
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M’S HOW WE CONSTANTLY IMPROVE ON
THE ELECTRIC MINING SHOVEL.
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[T’S OUR WAY OF DOING BUSINESS.

Busyns Insgetss @ commen ssnes, inisligen approedh to helping ewr cusieners sveesedl, A wellbulh mediine ean erly be
avecesdh it consicsantly exeseds entemer ofpsctalons, Our CEBM rmptoesmen pars, sevies and svppes programs (el ensvie
o relielsle medine Sreugh yeom ¢ preduciviiy

Uity men/foarts pader, John Gesden end fits eellsages weik iteligetly
to bl ensvie ewr pars and service bueiness fume smoafill
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1is reflected in ‘our employees, like chiel engineer -

"s THE' REASON THAT OUR DRILLS A'RE TRUSTEI.' v

|
Iechlno[ogy Today ifs one of he mosl | 1rusted dn“mg syslems in surface mining opaiclions wor\dwude
b

1 The mfeg::fy of our products begms with ihe integrity ofour;peop:’e ond . i
crifls Dowd ’Bfenfang. .‘ 3




CORPORATE HIGHLIGH'IS

U%MM?N STOCK TRADING PRI]CES ; COMMON ,
per Share) , ,
| STOCKHOLDERS'
. PRlCE PER SHARIE INVESTMENT } $295 996
p006 ng'n - low] i Thowsand :
FirstiQuorler $‘49 40 $34l59 {in housan *
Second Quarter $‘<’_)O./ $37!73 _ _ .
Thud Quarter $53.41 $38!56 S $137 86
Fourth Quarier $52.12- $3¢87 - | ¥ :
E | |‘ o padii 12/31/06
20@5 ' ' ‘ S | Cmjes U
First Quorte 13117 12303 e
Secq'nd Quarter $2<’) 50 $21.0 T :
Thirdi Quarier $32.97 923 27 ~ STOCK CLOSING :
Foufih-@uorter $36 17 $25. 48 CPRIGES $42.42 -‘$5‘|.76
ZOOA | ‘I\ . oo ! 54!8?1';9‘” iy 12/31/0
Third, Quorter : $23 63 $) 3;33 _ §o7 092 i ﬂ‘lf'ﬂﬂ
Founh Quarter $28 19 $17.9] ' S ! i ee o0
] Our common stock began ﬁradmg on july 23 2004, . ‘l $12.00, T 2/3/08
i i ]2/31/0
. l\ - 7/31/04 l
| o (IPO) ‘;
| . . ’ ;
_ \ . L B i
3 l PERFORMANCE INFORMATION .

!
The following graph compares:our. cumulohveutotal stockholder return’ wnh»lthe CUmulohve total-return ofthe Standard
& Poor's 500-Stock Index and t'ne Dow- Jones U S. Commercidl Vehicles: ond Truck lhdex {“DJUSHR"), which: was
formerlylknown as The Dow Jones Heavy Mochmery Index. The graph assumes:$100 wlas invested. on July 23, 2004,

: fhe first trading- dcy Foilowmguhe comp|ehon ob-our initial public offermg, and’c assumes’ the reinvestment of dividénds. ‘
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Bucyrus International, Inc.®
Financial Statements




BUCYRUS INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS
(Dollars in Thousands, Except Per Share Amounts)

Years Ended December 31,

2006 2005 2004
Sales $738,050 $575,042 $454,186
Cost of products sold 551,275 437,611 357,819
Gross profit 186,775 137,431 96,367
Selling, general and administrative expenses 73,138 54,354 53,050
Research and development expenses 10,661 7,225 5,619
Amortization of intangible assets 1,792 1,801 1,817
Operating earnings 101,184 74,051 35,881
Interest expense 3,693 4,865 11,547
Other income (818) (718) (321)
Other expense 1,035 987 1,979
Loss on extinguishment of debt — — 7,316
Earnings before income taxes 97,274 68,917 15,360
Income tax expense 26,930 15,358 9,276
Net earnings $70,344 $53,559 $6,084
Net earnings per share data
Basic:
Net earnings per share $2.25 $1.76 $.26
Weighted average shares 31,264,580 30,483,453 23,197,292
Diluted:
Net earnings per share $2.23 $1.71 $.25
Weighted average shares 31,539,761 31,246,137 24,221,550

See notes to consolidated financial statements.
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BUCYRUS INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Dollars in Thousands)

Years Ended December 31,

2006
Net earnings $70,344
Other comprehensive income (loss): :
Foreign currency translation adjustments 1,215
Minimum pension liability adjustment, net of
income taxes 4,626
Other comprehensive income (loss) 5,841
Comprehensive income $76,185

See notes to consolidated financial statements.

2005

$53,559

(589)

(2,929)

(3,518)

$50,041

2004

$ 6,084

3,721

8,824

12,545

$18,629
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BUCYRUS INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Dollars in Thousands, Except Per Share Amounts)

December 31,

2006 2005
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $9,575 $12.451
Receivables-net 162,535 155,547
Inventories 176,277 133,476
Deferred income taxes 11,725 18,363
Prepaid expenses and other 16,408 6,982
Total Current Assets 376,520 326,819
OTHER ASSETS:
Goodwill 47,306 47,306
Intangible assets-net 28,097 34,565
Deferred income taxes 16,117 10,355
Other assets 7,523 8,767
Total Other Assets 99,043 100,993
PROPERTY, PLANT AND EQUIPMENT:
Land 4,099 2,331
Buildings and improvements 55,439 18,593
Machinery and equipment 151,066 120,014
Less accumulated depreciation (85,455) (76,783)
Total Property, Plant and Equipment 125,149 64,155
TOTAL ASSETS $600,712 $491,967
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BUCYRUS INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (Continued)
(Dollars in Thousands, Except Per Share Amounts)

LIABILITIES AND COMMON STOCKHOLbERS’ INVESTMENT

CURRENT LIABILITIES:
Accounts payable
Accrued expenses
Liabilities to customers on uncompleted contracts and
warranties
Income taxes
Short-term cbligations
Current maturities of long-term debt

Total Current Liabilities

LONG-TERM LIABILITIES:
Postretirement benefits
Pension and other

Total Long-Term Liabilities

LONG-TERM DEBT, less current maturities
COMMITMENTS AND CONTINGENCIES — Note M

COMMON STOCKHOLDERS' INVESTMENT:

Class A common stock — par value $.01 per share, authorized
75,000,000 shares, issued 31,685,767 and 30,991,820 shares
in 2006 and 2005, respectively

Additional paid-in capital

Unearned restricted stock compensation

Treasury stock, at cost — 108,600 shares

Accumulated earnings (deficit)

Accumulated other comprehensive loss

Total Common Stockholders’ Investment

TOTAL LIABILITIES AND COMMON
STOCKHOLDERS' INVESTMENT

December 31,

2006

$83,603
44,121

32,233
9,978

121
210

170,266

17,313
34,871

52,184

82,266

317
306,981

(851)
13,451
(23,902)

295,996

$600,712

See notes to consolidated financial statements.

2005

$65,729
41,018

35,239
11,943

939
400

155,268

14,257
34,567

48,824

66,975

310

298,079
(466)
(851)
(50,963)
(25,209)

220,900

$491,967
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BUCYRUS INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS' INVESTMENT

(Dollars in Thousands)

Balance at January 1, 2004
Initial public offering
tssuance of restricted stock

{36,000 shares)
Stock compensation expense
Net earnings
Dividends declared
Translation adjustments
Minimum pension

liability adjustment

Balance at December 31, 2004

Issuance of common stock
{849,654 shares)

Income tax effect of stock
options exercised

Stock compensation expense

Restricted stock forfeited
{1,800 shares)

Net eamings

Dividends declared

Translation adjustments

Minimum pension liability
adjustment

Ralance at Decemnber 31, 2005

Stock split three-for-two

Cash in lieu of fractional shares

Issuance of common stock
(438,841 shares)

Issuance of nonvested
common stock (306,075
shares)

Income tax effect of stock
options exercised

Stock compensation expense

Reclassification of unearned
compensation to additional
paid-in-capital upon
adoption of SFAS 123(R) -
see Note G

Net earnings

Dividends declared

Translation adjustments
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Class A
Common
Stack

$121
80

20

207
103

Additional
Paid-In
Capital

$149,472
129,711

720
10,027

289,930
3,961

4,316

(25)

298,182
(103)
(98)

832
(3)

4,353
4,284

' (466)

Unearned
Restricted
Stock

Compensation

$(720)
49

671)

180

25

{466)

Treasury
Stock

§(851)

(851)

(851)

Accumulated
Earnings
(Deficit)

$(104,783)

(99,850}

(50,963)

70,344
(5.930)

Accumulated
Other
Comprehensive
Loss

$ (34,236)

3,721

8,824

(21,691)

(589)

(2,929)

(25,209)

1,215



BUCYRUS INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS' INVESTMENT (continued)
(Dollars in Thousands)

Unearned Accumulated
Class A Additional Restricted Accumulated Other
Common  Paid-In Stock Treasury  Earnings  Comprehensive
Stock Capital Compensation  Stock {Deficit) Loss

Minimum pension liability

adjustment, net of income

taxes —_ — —_ — 4 626
Adjustment to initially adopt

SFAS No. 158, net of

income taxes - see Notes |

and J — — —_ — — {4,534)

Balance at December 31, 2006 $317  $306,981 $(851)  $13,451 $(23,902)

See notes to consolidated financial statements.




BUCYRUS INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in Thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net earnings
Adjustments to reconcile net earnings to net cash
provided by operating activities:
Depreciation
Amortization
Stock compensation expense
Stock issued in payment of director’s fees
Deferred income taxes
Tax benefit from exercise of stock options
Loss on sale of property, plant and equipment
Receipt of government grants for training
expenses
Loss on extinguishment of debt
Secondary offering expenses
Changes in assets and liabilities:
Receivables
Inventories
Other current assets
Other assets
Current liabilities other than income taxes,
short-term obligations and current maturities
of long-term debt
Income taxes
Long-term liabilities other than deferred
income taxes

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property, plant and equipment
Proceeds from sale of property, plant and equipment
Other

Net cash used in investing activities
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Years Ended December 31,

2006

$70,344

12,892
2,827
4,284

81
275

140

800

(6,443)
(42,433)
(8,840)
(414)

13,848
(1,171)

4,740

50,930

(71,306)
517
186

(70,603)

2005

$53,559

11,681
2,788
180
70

(9,765)
4,316
273

(64,729)
(21,904)
(1,112)
1,574

72,752
7,708

(7,033)

50,358

(22,164)
305
(250)

(22,109)

2004
$6,084

11,061
3,194
10,076

3,772

287
7,316
602
(15,023)
8,726

5,473
(3,309)

(14,849)
(1,376)

(6,371)

15,663

(6,285)
105
(526)

(6,706)




BUCYRUS INTERNATIONAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)

{Dollars in Thousands})

CASH FLOWS FROM FINANCING ACTIVITIES:

Net borrowings from (repayments of) revolving credit
facilities

Proceeds from other bank borrowings and long-term
debt

Payments of other bank borrowings and long-term
debt

Proceeds from senior secured term loan

Retirement of Senior Notes

Payment of prepayment penalty on Senior Notes

Payment of deferred interest on Senior Notes owned
by Holdings

Repayment of senior secured term loan

Receipt of government grants for facilities expansion

Payment of financing expenses

Payment of secondary offering expenses

Net proceeds from issuance of common stock

Tax benefit from exercise of stock options

Dividends paid

Payment in lieu of fractional shares - stock split

Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash
Net increase (decrease) in cash and cash

equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

SUPPLEMENTAL DISCLOSURES OF CASH FLOW

INFORMATION:
Cash paid during the period for;
Interest
Income taxes-net of refunds

SUPPLEMENTAL DISCLOSURES OF CASH
FLOW INFORMATION:
Capital expenditures related to expansion
program included in accounts payable

See notes to consoclidated financial statements.

Years Ended December 31,

2006

$15,299
150
(1,166)

2,000
(268)

756
4,353

(5,892)
(98)

15,134
1,663

(2,876)
12,451

$9,575

$ 4,297
26,735

$ 3,047

2005

$63,490
643

(321)

(98,750)

(591)
3,896

(4,666)

(36,299)
(116)

(8,166)
20,617

$12,451

$5,443
14,462

2004

$(37,420)
263

(393)
100,000
(150,000)

(5,560)

(23,660)
(1,250)

(4,830)
(602)
129,791

(1,151)

5,188

397

14,542
6,075

$20,617

$39,569
6,976
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BUCYRUS INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A - SUMMARY OF ACCOUNTING POLICIES
Nature of Operations

Bucyrus International, Inc. (the "Company”) is a Delaware corporation and a leading
manufacturer of surface mining equipment, principally draglines, electric mining shovels and large
rotary blasthole drills. Major markets for the surface mining industry are copper, coal, oil sands
and iron ore. The Company also has a comprehensive aftermarket business that includes
replacement parts, maintenance and other services. The largest markets for the Company's
products and services are in Australia, Canada, China, India, South Africa, South America and the
United States.

Use of Estimates

The preparation of the consolidated financial statements in conformity with accounting
principles generally accepted in the United States requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent
assets and liabilities and the reported amounts of revenues and expenses. Actual results could
differ from those estimates.

Principles of Consolidation

The consolidated financial statements include the accounts of all subsidiaries. All significant
intercompany transactions, profits and accounts have been eliminated.

Cash Equivalents

All highly liquid investments with maturities of three months or less when purchased are
considered to be cash equivalents. The carrying value of these investments approximates fair
value.

inventories

Inventories are stated at lower of cost (first-in, first-out method) or net realizable value. The
cost of finished goods and work in progress includes the cost of raw materials, other direct costs
and production overheads. Net realizable value is the estimate of the selling price in the ordinary
course of business, less the cost of completion and selling. Provision is made to reduce the cost
to net realizable value for obsolete and slow-moving inventories. Advances from customers are
netted against inventories to the extent of related accumulated costs. Advances in excess of
related costs and earnings on uncompleted contracts are classified as a liability to customers.
Advances netted against inventory costs were zero and $.4 million at December 31, 2006 and
2005, respectively.




Goodwill and Intangible Assets

Goodwill and intangible assets are accounted for in accordance with Statement of Financial
Accounting Standards No. 142, "Goodwill and Other Intangible Assets" ("SFAS 142") (see
Note D).

Intangible assets consist primarily of engineering drawings, bill-of-material listings, software,
trademarks and trade names. At December 31, 2005, intangible assets also included $4.6 million
related to an adjustment to record an additional minimum pension liability (see Note 1). Upon the
adoption of SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans - an amendment of FASB Statements No. 87, 88, 106, and 132(R)", on
December 31, 2006, an intangible asset related to this adjustment is no longer required.

Property, Plant and Equipment

Depreciation is provided over the estimated useful lives of respective assets using the
straight-line method for financial reporting and accelerated methods for income tax purposes.
Estimated useful lives used for financial reporting purposes range from ten to forty years for
buildings and improvements and three to 17 years for machinery and equipment.

Capitalized Interest

Under certain conditions, the Company capitalizes interest as part of the acquisition cost of
an asset. Interest is capitalized only during the period of time required to complete and prepare
the asset for its intended use. For the year ended December 31, 2006, the Company capitalized
$.8 million of interest as a part of the cost of a muiti-phase expansion of its manufacturing
facilities.

Impairment of Long-Lived Assets

The Company continually evaluates whether events and circumstances have occurred that
indicate the remaining estimated useful lives of property, plant and equipment and intangible
assets with finite lives may warrant revision or that the remaining balance of each may not be
recoverable. The Company accounts for any impairment of long-lived assets in accordance with
Statement of Financial Accounting Standards No. 144, “Accounting for the impairment or Disposal
of Long-Lived Assets.”

Foreign Currency Translation

The assets and liabilities of foreign subsidiaries are translated into U.S. dollars using year-
end exchange rates. Sales and expenses are translated at average rates during the year.
Adjustments resulting from this translation are deferred and reflected as a separate component of
Common Stockholders' investment. Gains and losses from foreign currency transactions are
included in Selling, General and Administrative expenses in the Consolidated Statements of
Earnings. Transaction losses totaled $1.0 million for the year ended December 31, 2006, and
transaction gains totaled $1.0 million and $2.7 million for the years ended December 31, 2005 and
2004, respectively. Transaction gains and losses on intercompany advances to foreign
subsidiaries for which settlement is not planned or anticipated in the foreseeable future are
deferred and reflected as a component of Common Stockholders’ Investment.
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Comprehensive Income (Loss)

Statement of Financial Accounting Standards No. 130, “Reporting Comprehensive Income,”
requires the reporting of comprehensive income (loss) in addition to net income (loss).
Comprehensive income (loss) is a more inclusive financial reporting method that includes
disclosure of financial information that historically has not been recognized in the calculation of net
income (loss). The Company reports comprehensive income (loss) and accumulated other
comprehensive loss, which encompasses net income (loss), foreign currency translation
adjustments, minimum pension liability adjustments and an adjustment to adopt SFAS No. 158
(see Notes | and J), in the Consolidated Statements of Common Stockholders’ investment,
Information regarding accumulated other comprehensive loss is as follows:

Minimum Accumulated
Cumulative Pension Adjustment to Other
Translation Liability Adopt SFAS  Comprehensive
Adjustments Adjustments No. 158 Loss

(Dollars in Thousands)

Balance at January 1, 2004 $ (9,028) $(25,208) $ — $(34,236)
Changes—Year ended December 31, 2004 3,721 8,624 — 12,545
Balance at December 31, 2004 (5,307) (16,384) — (21,691)
Changes—Year ended December 31, 2005 (689) (2,929) — (3,518)
Balance at December 31, 2005 (5,896) (19,313) — (25,209)
Changes—Year ended December 31, 2006 1,215 4,626 (4,534) 1,307
Balance at December 31, 2006 $(4,681) $(14,687) $(4,534) $(23,902)

Revenue Recognition

Revenue from long-term sales contracts, such as for the manufacture of the Company's
machines and certain replacement parts, is recognized using the percentage-of-completion
method prescribed by Statement of Position No.81-1 due to the length of time to fully
manufacture and assemble the Company's machines or replacement parts. The Company
measures revenue recognized based on the ratio of estimated costs incurred to date in relation to
total costs to be incurred. The percentage-of-completion method of accounting for these contracts
most accurately reflects the status of these uncompleted contracts in the Company’s consolidated
financial statements and most accurately measures the matching of revenues with expenses. The
Company also has long-term maintenance and repair contracts with customers, Under these
contracts, the Company provides all replacement parts, regular maintenance services and
necessary repairs for the excavation equipment at a particular mine with an on-site support team.
In addition, some of these contracts call for Company personnel to operate the equipment being
serviced. Parts consumed and services provided are charged to cost of products sold and sales
are calculated and recorded based on the parts and service utilization. The customer is billed
monthly and a liability for deferred revenues is recorded if payments received exceed revenues
recognized. At the time a loss on a contract becomes known, the amount of the estimated loss is
recognized in the consolidated financial statements. Revenue from all other types of sales,
primarily sales of aftermarket parts, net of estimated returns and allowances, is recognized in
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conformity with Staff Accounting Builetin No. 104, when all of the following circumstances are
satisfied: persuasive evidence of an arrangement exists, the price is fixed or determinable,
collectibility is reasonably assured, and delivery has occurred or services have been rendered.
Criteria for revenue recognition is generally met at the time products are shipped, as the terms are
FOB shipping point.

Included in the current portion of liabilities to customers on uncompleted contracts and
warranties are advances in excess of related costs and earnings on uncompleted contracts of
$25.1 million and $28.9 million at December 31, 2006 and 2005, respectively.

Warranty

Sales of the Company's products generally carry typical manufacturers’ warranties, the
majority of which cover products for one year, based on terms that are generally accepted in the
marketplace. The Company records provisions for estimated warranty and other related costs as
revenue is recognized based on historical warranty loss experience and periodically adjusts these
provisions to reflect actual experience.

Shipping and Handling Fees and Costs

Revenue received from shipping and handling fees is reflected in sales. Shipping fee
revenue was insignificant for all periods presented. Shipping and handling costs are included in
cost of products sold.

Income Taxes

Deferred taxes are provided to reflect temporary differences between the financial and tax
basis of assets and liabilities using presently enacted tax rates and laws. A valuation allowance is
recognized if it is more likely than not that some or all of the deferred tax assets will not be
realized.

Financial Instruments

Based on Company estimates, the carrying amounts of cash equivalents, receivables,
accounts payable, accrued liabilities and variable rate debt approximated fair value at
December 31, 2006 and 2005.

Derivative Financial Instruments

The Company has entered into foreign exchange forward contracts in order to manage and
preserve the economic value of cash flows in non-functional currencies. At December 31, 2006,
the Company's domestic operations had financial contracts outstanding to purchase 53.8
Australian dollars at a total price of $42.1 million, purchase 1.6 million British pounds at a total
price of $3.1 million and sell 20.1 million African rands at a total price of $2.8 million. The
Company’s operations in South Africa have contracts outstanding to purchase $.5 million at a total
price of 3.8 million African rands. Based upon year-end exchange rates, all outstanding contracts
are recorded at fair value. The Company conducts its business on a multinational basis in a wide
variety of foreign currencies and hedges foreign currency exposures arising from various
receivables, liabilities and expected inventory purchases. Derivative instruments that are utilized
to hedge the foreign currency risk associated with anticipated inventory purchases in foreign
currencies are designated as cash-flow hedges. Gains and losses on these instruments, to the
extent that they have been effective, are deferred in other comprehensive income and recognized
in earnings when the related inventory is sold. Ineffectiveness related to these hedge relationships
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is recognized currently in the Consolidated Statements of Earnings and was not significant. The
maturity of these instruments does not exceed 12 months.

The Company also uses natural hedges to mitigate risks associated with foreign currency
exposures. For example, oftentimes the Company has non-functional currency denominated
receivables from customers for which the exposure is partially mitigated by a corresponding non-
functional currency payable to a vendor.

. Stock Split

On March 8, 2006, the Company’s Board of Directors authorized a three-for-two split of the
Company's Class A common stock. The stock split was paid on March 29, 2006 to Company
stockholders of record on March 20, 2006. The Company’s Class A common stock began trading
on a split-adjusted basis on March 30, 2006. All references in the accompanying consolidated
financial statements and notes thereto to net earnings per share and the number of shares have
been adjusted to reflect this stock split, except for the Consolidated Statements of Common
Stockholders’ Investment which reflect the stock split by reclassifying from Additional Paid-In
Capital to Class A Common Stock an amount equal to the par value of the additional shares
issued to effect the stock split.

Accounting for Stock-Based Compensation

The Company adopted Statement of Financial Accounting Standards No. 123 (revised
2004), “Share-Based Payment” ("SFAS 123R"), on January 1, 2006 using the modified
prospective application method. Previously, the Company accounted for stock-based
compensation arrangements in accordance with Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees,” as allowed by Statement of Financial Accounting
Standards No. 123, “Accounting for Stock-Based Compensation™ (“SFAS 123").

The following table illustrates the effect on net earnings and net earnings per share as if the
fair value-based method provided by SFAS 123 had been applied for all outstanding and
unvested awards in each period:

Years Ended December 31,
2005 2004
(Doliars in Thousands,

Except Per Share Amounts)

Reported net earnings $53,559 $ 6,084
Add: Stock-based employee compensation expense
recorded, net of related tax effects — 6,217

Deduct: Total stock-based employee compensation
expense determined under fair value based method, net
of related tax effects — (360)

Pro forma net earnings $53,559 $11,941

Net earnings per share of common stock:
As reported:
Basic
Diluted
Pro forma:
Basic
Diluted




SFAS 123R requires a classification change in the Statement of Cash Flows whereby the
income tax benefit from stock option exercises is reported as a financing cash flow rather than as
an operating cash flow as previously reported. The $4.4 million excess tax benefit classified as a
financing cash inflow for the year ended December 31, 2006 would have been classified as an
operating cash inflow prior to the adoption of SFAS 123R. SFAS 123R also requires any
remaining debit in Common Stockholders’ Investment related to unearned stock compensation be
reclassified to the appropriate equity accounts.

NOTE B — RECEIVABLES

Receivables at December 31, 2006 and 2005 include $77.0 million and $68.2 million,
respectively, of revenues from long-term contracts which were not billable at these dates. Billings
on long-term contracts are made in accordance with the terms as defined in the individual
contracts. The unbilled receivables are for contracts that were near completion as of the balance
sheet dates and collection of amounts due was scheduled to be within the next twelve months of
such dates.

Current receivables are reduced by an allowance for losses of $.8 million and $1.5 million at
December 31, 2006 and 2005, respectively.

NOTE C - INVENTORIES

Inventories consist of the following:

December 31,
2006 2005
(Dollars in Thousands)
Raw materials and parts $ 45,392 $ 36,526
Work in process 30,794 12,896
Finished products (primarily replacement parts) 100,021 84,054

$176,277 $133,476

NOTE D —- GOODWILL AND INTANGIBLE ASSETS

in accordance with SFAS 142, goodwill is no longer subject to amortization, but instead is
subject to an evaluation for impairment at least annually by applying a two-step fair-value-based
test. Additionally, intangible assets with indefinite lives are also no longer amortized but are
subject to an evaluation for impairment at least annually by applying a lower-of-cost-or-market
test. Intangible assets with finite lives continue to be amortized over a period of 5 to 20 years. For
goodwill, the fair value of the Company's reporting units exceeds the carrying amounts and an
impairment charge is not required. The Company also completed an impairment analysis of its
indefinite life intangible assets in accordance with the provisions of SFAS 142 and determined that
an impairment charge is not required.
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Intangible assets consist of the following:

December 31, 2006 December 31, 2005
Weighted Gross Weighted Gross
Average Carrying Accumulated Average Carrying Accumulated
Life Amount  Amortization Life Amount  Amortization

(years) {Dollars in Thousands) (years) (Dollars in Thousands)

Amortized intangible

assets:
Engineering
drawings 20 $25,500 $(11,818) 20 $25,500 $(10,543)
Bill of material
listings 20 2,856 (1,324) 20 2,856 (1,181)
Software 10 2,288 (2,121) 10 2,288 (1,892)
Other 5 700 (420) 5 773 (309)
$31,344 $(15,683) $31,417 $(13,925)
Unamortized
intangible assets:
Trademarks/Trade
names $12,436 $12,436
Intangible pension
asset — 4 637
$12,436 $17,073

At December 31, 2006, the intangible pension asset was no longer reported upon adoption of
SFAS No. 158 (see Note I).

The aggregate intangible amortization expense was $1.8 million for each of the years ended
December 31, 2006, 2005 and 2004. The estimated future amortization expense of intangible
assets is as follows:

(Dollars in Thousands)

2007 $ 1,725
2008 1,558
2009 1,418
2010 1,418
2011 1,418
Future 8,124

$15,661
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NOTE E - ACCRUED EXPENSES

Accrued expenses consist of the following:

December 31,
2006 2005
{Dollars in Thousands)
Wages and salaries $ 13,708 $ 11,030
Pension 373 10,182
Other 30,040 19,806
$44 121 $41,018

NOTE F — LONG-TERM DEBT AND FINANCING ARRANGEMENTS
Long-term debt consists of the following:
December 31,

2006 2005
(Dollars in Thousands)

Revolving credit facility $78,789 $63,490
Other 3,687 3,885
82,476 67,375
Less current maturities of long-term debt (210) (400)
$82,266 $66,975

On May 27, 2005, the Company entered into a credit agreement with GMAC Commercial
Finance LLC as lead lender which provides for a revolving credit facility and expires on May 27,
2010. In 2006, the amount of the revolving credit facility was increased to $200.0 million from
$120.0 million. Interest on borrowed amounts is subject to quarterly adjustments to prime or
LIBOR rates as defined in the credit agreement. Borrowings under the revolving credit facility
are subject to a borrowing base formula based on the value of eligible receivables and
inventory. At December 31, 2006, the Company had $78.8 million of borrowings outstanding
under the revolving credit facility at a weighted average interest rate of 6.8%. The amount
available for additional borrowings under the revolving credit facility at December 31, 2006 was

$69.7 million.
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The credit agreement contains covenants limiting the discretion of management with
respect to key business matters and places significant restrictions on, among other things, the
Company’s ability to incur additional indebtedness, create liens or other encumbrances, make
certain payments or investments, loans and guarantees, and sell or otherwise dispose of assets
and merge or consolidate with another entity. All of the Company’s domestic assets and the
receivables and inventory of the Company's Canadian subsidiary are pledged as collateral under
the senior secured credit facility. In addition, the outstanding capital stock of the Company’s
domestic subsidiaries, as well as the capital stock of a majority of the Company's foreign
subsidiaries, are pledged as collateral. The Company is also required to maintain compliance with
certain financial covenants, including a leverage ratio (as defined). The Company was in
compliance with these covenants as of December 31, 2006.

Previously, the Company had a senior secured credit facility it had entered into upon
completion of an initial public offering (“IPQ”) on July 28, 2004 (see Note G). The net proceeds
from the IPO together with proceeds from other borrowings were used to retire all the Company's
previously outstanding 9-3/4% Senior Notes due 2007 (“Senior Notes”) and accrued interest.
Included in the Consolidated Statement of Earnings for the year ended December 31, 2004 was a
$7.3 million loss on extinguishment of debt, which consisted of prepayment penalty and the write-
off of unamortized deferred financing costs related to the Senior Notes.

The average revolving credit facility borrowings under the Company’s credit agreement for
the year ended December 31, 2006 were $59.7 million at a weighted average interest rate of
6.9%, and the maximum borrowing outstanding was $111.8 million. The average borrowings
under the revolving portion of the Company’'s credit agreement during the period from May 27,
2005 to December 31, 2005 were $81.9 million at a weighted average interest rate of 5.4%. and
the maximum borrowing outstanding was $94.2 million.

At December 31, 2006 and 2005, there were $76.2 million and $26.3 million, respectively, of
standby letters of credit outstanding under all Company bank facilities.

Maturities of long-term debt are as follows for each of the next five years:

{Dollars in Thousands)

2007 $210
2008 889
2009 189
2010 79,304
2011 219

NOTE G — COMMON STOCKHOLDERS' INVESTMENT

At December 31, 2006, the Company's issued and outstanding shares consist only of
Class A common stock. Holders of Class A common stock are entitled to one vote per share on
all matters to be voted on by the Company’s common stockholders. On March 8, 2006, the
Company's Board of Directors authorized, and stockholders approved on May 3, 2006 at the
2006 annual meeting of stockholders, an increase in the. number of authorized shares of the
Company's Class A common stock to 75,000,000 shares. This increase in authorized shares
became effective upon filing the Company's Amended and Restated Certificate of Incorporation
with the State of Delaware on May 3, 2006. At December 31, 2006, the Company also has
authorized but not issued 25,000,000 shares of Class B common stock and 10,000,000 shares
of preferred stock.
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On July 28, 2004, the Company completed an IPO of 18,543,750 shares of its Class A
common stock at an offering price of $12 per share, from which the Company received net
proceeds, after commissions and expenses, of $129.8 million. Subsequent to the PO, the
Company paid quarterly cash dividends of $.0383 per share (equal to $.153 per year). Effective
with the stock split, the Company's Board of Directors authorized a 30% increase in the quarterly
dividend to the amount of $.05 per share per quarter for dividends payable after the date of the
March 2006 stock spilit.

In 2004, the Company's Board of Directors adopted, and the Company obtained
stockholder approval of, the Bucyrus International, Inc. 2004 Equity Incentive Plan (the “2004
Incentive Plan”), which has subsequently been amended and restated. The 2004 Incentive Plan
will expire on the tenth anniversary of its effective date, unless terminated earlier by the
Company’s Board of Directors. The 2004 Incentive Plan provides for the grant of equity based
awards, including restricted (or nonvested) stock, restricted stock units, stock options, stock
appreciation rights (“SARs"), and other equity based awards to the Company’s directors,
officers, and other employees, advisors and consultants and those of the Company’s
subsidiaries who are selected by the compensation committee of the Company’s Board of
Directors for participation in the plan. A maximum of three million shares of the Company’s
Class A common stock are available for awards under the 2004 Incentive Plan, as amended.
The compensation committee of the Company’s Board of Directors will determine all of the
terms and conditions of awards under the plan, including whether the vesting or payment of an
award will be subject to the attainment of performance goals.

On September 22, 2004, the Company issued 36,000 nonvested shares to certain
employees pursuant to the 2004 Incentive Plan. These shares become freely transferable and
nonforfeitable at the end of four years. During 2005, 1,800 of these nonvested shares were
forfeited. In 2006, the Company issued additional nonvested shares to certain employees
pursuant to the 2004 Incentive Plan. These shares fully cliff vest on December 31, 2009, although
the vesting period may be accelerated based on the attainment of certain defined financial goals
of the Company. The Company did attain the defined financial goals for the year ended
December 31, 2006 and 25% of the shares fully vested. A summary of the status of the
Company's nonvested shares at December 31, 2006 and changes during the year ended
December 31, 2006 is as follows:

Weighted-Average

Grant Date
Shares Fair Value
Balance at January 1, 2006 34,200 $20.00
Granted on February 16, 2006 180,750 39.76
Granted on April 25, 2006 37,800 57.00
Forfeited (48,900) 39.01
Shares vested (5,700) 20.00
Balance at December 31, 2006 198,150 $40.39
Vested or expected to vest 196,530 $40.26

The grant date fair value was based on the fair market value, as defined in the 2004
Incentive Plan, of the Company's Class A common stock on the date of grant. At December 31,
2006, there was $6.2 million of unrecognized compensation cost related to the nonvested
shares granted under the 2004 Incentive Plan. This cost is expected to be recognized over a
weighted-average period of 2.9 years. The shares vested or expected to vest as of
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December 31, 2006 had an aggregate intrinsic value of $7.9 million and a weighted-average
remaining contractual term of 2.9 years.

In 2006, the Company also granted premium nonvested shares to certain employees.
These shares partially vest if specific performance levels are attained by the Company. Any
nonvested premium shares credited to employees will fully cliff vest on December 31, 2009 if
the employee is still employed by the Company on that date. The Company did attain the
specific performance levels for the year ended December 31, 2006, which resuited in the partial
vesting of 25% of the nonvested premium shares. A summary of the status of the Company's
premium nonvested shares at December 31, 2006 and changes during the year ended
December 31, 2006 is as follows:

Weighted-Average

Grant Date
Shares Fair Value
Granted on February 16, 2006 90,375 $39.76
Granted on April 25, 2006 18,900 57.00
Forfeited (21,750) 41.37
Balance at December 31, 2006 87,525 $43.08
Vested or expected to vest 46,442 $42.74

At December 31, 2006, there was $1.6 million of unrecognized compensation cost related
to the premium nonvested shares, which is expected to be recognized over a period of 3.0
years. The grant date fair value of the nonvested premium shares was based on the fair market
value, as defined in the 2004 Incentive Plan, of the Company's Class A common stock on the
date of grant. The shares vested or expected to vest as of December 31, 2006 had an
aggregate intrinsic value of $2.0 million and a weighted-average remaining contractual life of 3.0
years.

In 2006, the Company also issued SARs to certain employees pursuant to the 2004
Incentive Plan. A summary of the status of the Company’s SARs at December 31, 2006 and
changes during the year ended December 31, 2006 is as follows:

Weighted-Average

Grant Date

SARs Fair Value

Granted on February 16, 2006 361,500 $19.72
Granted on April 25, 2006 75,600 28.27
Forfeited {87,000) 20.52
Balance at December 31, 2006 350,100 $21.37
Vested or expected to vest 346,860 $21.30

The SARs vest incrementally over four years and can be settled in shares only. At
December 31, 2006, there was $6.2 million of unrecognized compensation cost related to the
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SARs, which is expected to be recognized over a period of 3.0 years. The SARs vested or
expected to vest as of December 31, 2006 had an aggregate intrinsic value of $7.4 million and a
weighted-average remaining contractual life of 3.0 years. The grant date fair value of the SARs
was calculated using the Black Sholes pricing model. The assumptions used in this model were
as follows:

Risk-free interest rate 4.37%
Expected volatility 43.25%
Expected life 7 years
Dividend yield A43%

The risk-free interest rate was based on the current U.S. Treasury rate for a bond of
seven years, the expected life of the SARs. The expected volatility was based on the historical
activity of the Company’s Class A common stock. The expected life was based on the average
of the vesting term of four years and the original contract term of 10 years. The expected
dividend yield was based on the annual dividend of $.153 per share which had been paid on the
Company'’s Class A common stock prior to the stock split.

In 1998, the Company's Board of Directors adopted, and the Company obtained
stockholder approval of, the Bucyrus International, Inc. 1998 Management Stock Option Plan (the
“4988 Option Plan’) as part of the compensation and incentive arrangements for certain of the
Company's management employees and those of the Company’s subsidiaries. The 1998 Option
Plan provides for the grant of stock options to purchase up to an aggregate of 2.4 million shares of
the Company's Class A common stock at exercise prices to be determined in accordance with the
provisions of the 1998 Option Plan. All outstanding options under the 1998 Option Plan became
fully vested and exercisable upon completion of the Company's 1PO on July 28, 2004.

The following table sets forth the activity and outstanding balances of options issued
pursuant to the 1998 Option Plan:

Options Qutstanding
Weighted

Number of Average Available For

Options Exercise Price Future Grants
Balances at January 1, 2004 1,527,000 $3.69 12,600
Options granted 102,600 18.57 (102,600)
Options forfeited (336,000) 8.33 336,000
Balances at December 31, 2004 1,293,600 3.66 246,000
Options exercised (847,014} 4.60 _
Balances at December 31, 2005 446,586 1.87 246,000
Options exercised (436,986) 1.73 .
Balances at December 31, 2006 9,600 8.33 246,000

At December 31, 2006, all of the options outstanding were fully vested and exercisable and
had a weighted average remaining contractual life of 1.2 years. At December 31, 2005, alt of the
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options outstanding were vested and exercisable and had a weighted average remaining
contractual life of 4.9 years. At December 31, 2004, all of the options outstanding were vested and
exercisable and had a weighted average remaining contractual life of 6 years.

The weighted average grant date fair value of stock options granted in 2004 under the 1998
Option Plan was $6.27 per option. No options were granted in 2006 or 2005. The fair value of
grants in 2004 was estimated on the date of grant using the PEV lattice-based binomial method
with the following weighted average assumptions:

1998 Option Plan

2004
Risk-free interest rate 3.29%
Expected dividend yield TT%
Expected life 5 years
Calculated volatility N/A

NOTE H - INCOME TAXES

Earnings before income taxes consists of the following:

Years Ended December 31,
2006 2005 2004
(Dollars in Thousands)

United States 362,547 $44,240 $ 6,584
Foreign 34,727 24,677 8,776

Total $97,274 $68,917 $ 15,360




The provision for income tax expense consists of the following:

Years Ended December 31,
2006 2005 2004
(Dollars in Thousands)

Foreign income taxes:

Current $12,454 $10,067 $ 3,939
Deferred (1,478) (560) 63
Total 10,976 9,507 4,002

Federal income taxes:

Current 11,729 14,215 1,606
Deferred 3,638 (10,460) 3,356
Total 15,267 3,755 4,962

Other (state and local taxes):

Current 2,472 - 841 (41)
Deferred (1,785) 1,255 353
Total 687 2,096 312
Total income tax expense $26,930 $15,358 $9,276

Total income tax expense differs from amounts expected by applying the federal statutory
income tax rate to earnings before income taxes as set forth in the following table:

Years Ended December 31,
2006 2005 2004
(Dollars in Thousands)

Tax expense at federal statutory rate $34,046 $24,121 $ 5,376
Valuation allowance adjustments (944) —_ 502
Impact of foreign subsidiary income, tax rates and tax

credits (1,503) (328) 3,677
Foreign tax credit carryforward benefit (4,308) (8,788) —
State income taxes 447 1,679 597
Extraterritorial income exclusion (893) (1,439) (1,494)
Other items 85 113 618
Total income tax expense $26,930 $15,358 $ 9,276
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Significant components of deferred tax assets and deferred tax liabilities are as follows:

Deferred tax assets:
Pastretirement benefits
Pension benefits
inventory
Accrued and other liabilities
Research and development expenditures
Tax loss carryforward
Alternative minimum tax credit carryforward
Foreign tax credit carryforward
Unexercised stock options
Other items

Less valuation allowance
Total deferred tax assets

Deferred tax liabilities:

Excess of book basis over tax basis of property,
plant and equipment and intangible assets

Inventory

Total deferred tax liabilities

Net deferred tax asset

The classification of the net deferred tax assets and liabilities is as follows:

December 31,
2006 2005
(Dollars in Thousands)
$ 6,185 $ 50989
11,265 11,837

— 2,022
9,346 7,105
950 1,391
8,104 9,435
479 479
12,216 12,190
13 1,728
2,165 626
50,723 52,802
(2,767) (3,711)
47,956 49,091
(17,757} (20,888)
(2,844) —
(20,601) (20,888)
$27,355 $28,203

Current deferred tax asset
Long-term deferred tax asset
Current deferred tax liability
Long-term deferred tax liability

Net deferred tax asset

December 31,
2006 2005
(Dollars in Thousands)

$11,725 $ 18,363
16,117 10,355
(120) (182)
(367) (333)
$27,355 $28,203
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The current deferred tax liability is included in Income Taxes and the long-term deferred tax
liability is included in Pension and Other in the Company’s consolidated balance sheet.

Prior to the fourth quarter of 2004, a valuation allowance had been used to reduce the net
deferred tax assets (after giving effect to deferred tax liabilities) for domestic operations to an
amount that is more likely than not to be realized. At December 31, 2004, an analysis was
completed and the valuation allowance was reversed based on the determination that it is now
more likely than not that all deferred tax assets will be realized. A roll-forward of the valuation
allowance is presented below:

Balance at Additions - Deductions -
Beginning of  Allowance Allowance Balance at
Period Established Used End of Period

{Dollars In Thousands)

Year ended December 31, 2004 $25,638 $ — $21,927 $ 3,711
Year ended December 31, 2005 $ 3,711 $ — $ — $ 3,71
Year ended December 31, 2006 $ 3,711 $ (944) $ — $ 2,767

In 2005, income tax expense included a net income tax benefit of $7.0 million, which
consisted of $1.8 million of foreign tax expense related to a foreign dividend distribution and the
recognition of an income tax benefit of approximately $8.8 million retated to foreign tax credits. In
2005, the Company began to quantify the amount of previously unclaimed foreign tax credits
which the Company can utilize in part by amending historical income tax returns. In 2006, the
Company completed this evaluation and amended the historical income tax returns, and income
tax expense for the year ended December 31, 2006 was reduced by an additional net income tax
benefit of approximately $4.3 million related to foreign tax credits.

As of December 31, 2006, the Company had available approximately $10.7 million of
federal net operating loss carry forwards ("NOL") from the years 1991 through 1994 that expire in
the years 2007 through 2009, to offset against future federal taxable income. Because the 1994
consummation of the Second Amended Joint Plan of Reorganization of B-E Holdings, Inc. and the
Company as modified on December 1, 1994 (the "Amended Plan”) resulted in an "ownership
change" within the meaning of Section 382 of the Internal Revenue Code, the use of such NOL is
limited to $3.6 million per vear.

As of December 31, 2006, the Company also had $78.8 million of state NOL (which expire
in the years 2007 through 2019} available to offset future state taxable income in various states.

As of December 31, 2006, the Company also had a federal alternative minimum tax credit
carryforward of $.5 million, which carries forward indefinitely. Because this credit carryforward
arose prior to the effective date of the Amended Plan, it is subject to the annual limitations
discussed above and is not usable until the year 2010.

Cumulative undistributed earnings of foreign subsidiaries that are considered to be
permanently reinvested and on which U.S. income taxes have not been provided by the
Company, amounted to approximately $61.5 million at December 31, 20086. It is not practicable to
estimate the amount of additional tax which would be payable upon repatriation of such earnings;
however, due to foreign tax credit limitations, higher effective U.S. income tax rates and foreign
withholding taxes, additional taxes could be incurred.

In July 2006, the Financial Accounting Standards Board (“FASB”) issued FASB

Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (“FIN 487). FIN 48 is an
interpretation of FASB Statement No. 109, “Accounting for Income Taxes,” and seeks .to reduce
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the diversity in practice associated with certain aspects of measurement and recognition in
accounting for income taxes. In addition, FIN 48 requires expanded disclosure with respect to the
uncertainty in income taxes and is effective as of the beginning of the Company’s 2007 year. The
Company is currently evaluating the impact, if any, that FIN 48 will have on its financial
statements.

NOTE ! - PENSION AND RETIREMENT PLANS

The Company has several pension and retirement plans covering substantially all of its
employees in the United States. All plans have a measurement date of December 31.

At its October 2006 meeting, the Company’s Board of Directors approved the Bucyrus
International, Inc. Supplemental Executive Retirement Plan ("SERP"). The SERP, which became
effective on October 20, 2006 and applied to 2006, provides an allocation to the Company's
senior management equal to the amount that cannot be allocated to such employees under the
Company’s cash balance pension plan due to the Internal Revenue Service-imposed annual
compensation limits imposed by the Internal Revenue Service. Benefits are to be paid under the
SERP upon the employee's separation from service in a lump sum or in 5 or 10 annual
installments, as the participating employee elects.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans - an amendment of FASB Statements No. 87,
88; 106, and 132(R)” (“SFAS No. 158"). SFAS No. 158 requires an employer to recognize the
over funded or under funded status of a defined benefit postretirement plan (other than a
multiemployer plan) as an asset or liability in its balance sheet and to recognize changes in that
funded status in the year in which the changes occur through comprehensive income. SFAS
No. 158 also requires an employer to measure the funded status of a plan as of the date of its
year-end balance sheet. The impact of adopting SFAS No. 158 at December 31, 2006, as
required, was as follows:

Increase (Decrease)
{Dollars in Thousands)

Intangible assets $(4,141)
Liability for pension benefits 1,345
Deferred income tax assets 2,027
Accumulated other comprehensive income (3.459)
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consolidated financial statements at December 31, 2006 and 2005:

The following tables set forth the plans’ funded status and amounts recognized in the

Change in projected benefit obligation:

Projected benefit obligation at January 1
Service cost

Interest cost

Plan amendments

Actuarial loss

Benefits paid

Projected benefit obligation at December 31

Change in plan assets:

Fair value of plan assets at January 1
Actual return on plan assets
Employer contributions

Benefits paid

Fair value of plan assets at December 31

Net amount recognized:

Amounts recognized in consclidated balance sheets at

Funded status
Unrecognized prior service cost
Unrecognized net actuarial loss

Net amount recognized

December 31:

Amounts recognized in accumulated other comprehensive income

Current pension liabilities

Noncurrent pension liabilities

Intangible asset

Accumulated other comprehensive loss

Net amount recognized

at December 31:

Weighted-average assumptions used to determine benefit

Net actuarial loss
Net prior service cost

Net amount recognized

obligations at December 31:

46

Discount rate
Rate of compensation increase

December 31,

2006 2005
(Dollars in Thousands}
$99,510 $ 93,272

2,531 2,148
5220 5,294
— 537

(3,641) 4,510

(6,812) (6,251)

96,808 99,510

59,870 60,008

7,925 3,588
9,601 2,525
(6,812) (6,251)
70,584 59,870
(26,224) (39,640)
— 4,497

— 32,805

$ (26,224) $ (2,338)
$ — $ (9,600)
(26,244) (28,525)
— 4,637

— 31,150

$ (26,224) $ (2,338)
$ 24,735 $ —
4,045 —

$ 28,780 $ —
5.75% 5.5%
4% 4%



The accumulated benefit obligation for all defined benefit pension plans was $95.5 miillion
and $98.0 million at December 31, 2006 and 2005, respectively. Information for pension plans
with an accumulated benefit obligation in excess of plan assets was as follows:

December 31,
2006 2005
{(Dollars in Thousands)
Projected benefit obligation $96,808 $99,510
Accumulated benefit obligation 95,463 97,994
Fair value of plan assets 70,584 59,870

The components of net periodic benefit cost are as follows:

Years Ended December 31,
2006 2005 2004
(Dollars in Thousands)

Service cost $ 2,531 $ 2,147 $ 1,745
Interest cost 5,220 5294 5221
Expected return on plan assets (5,198) (5,210) (4,983)
Amortization of prior service cost 452 452 206
Amortization of net actuarial loss 1,700 1,575 1,325
Total benefit cost $ 4,705 $ 4258 $ 3514

Weighted-average assumptions used to
determine net periodic benefit cost for

the year:
Discount rate 5.50% 5.75% 6.25%
Expected return on plan assets 8.50% 9% 9%
Rate of compensation increase 4% 4% 3.75%-4%

in selecting the expected long-term rate of return on assets, the Company considered the
average rate of earnings expected on the classes of funds invested or to be invested to provide
for the benefits of these plans. This included considering the trusts' targeted asset allocation for
the year and the expected returns likely to be earned over the next 20 years. The assumptions
used for the return of each asset class are conservative when compared to long-term historical
returns.

The Company's pension plans’ weighted-average actual and targeted asset allocations by
asset category at December 31, 2006 and 2005 are as follows:

December 31, 2006 December 31, 2005
Actual Target Actual Target
Asset category: '
Equity securities 66% 65% 66% 65%
Debt securities 34% 35% 34% 35%
Total 100% 100% 100% 100%
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The desired investment objective is a long-term real rate of return on assets that is
approximately 6% greater than the assumed rate of inflation measured by the Consumer Price
Index, currently assumed to be approximately 3%. The target rate of return for the plans has been
based upon an analysis of historical returns supplemented with an economic and structural review
of each asset class. The Benefit Plan Committee of the Company realizes that market
performance varies and that a 6% real rate of return may not be meaningful during some periods.
The Benefit Plan Committee also realizes that historical performance is no guarantee of future
performance.

To achieve these goals the minimum and maximum allocation ranges for fixed securities
and equity securities are as follows:

Minimum  Maximum

Equity 63% 67%
Fixed 33% 37%
Cash equivalents 0% 2%

Investment in international oriented equity funds is limited to a maximum of 18.25% of the
equity range.

The Company expects to contribute $9.2 million to its domestic pension plans in 2007.
Estimated future benefit payments from the Company’s pension plans are as follows:

(Dollars in Thousands)

2007 $ 6,952
2008 7,277
2009 7,040
2010 8,140
2011 7,688
2012-2016 45,031

The estimated net loss and prior service cost for the defined benefit pension plans that will
be amortized from accumulated other comprehensive income into net periodic benefit cost over
the next fiscal year are $1.2 million and $.5 million, respectively.

The Company has 401(k) Savings Plans available to substantially all United States
employees. Matching employer contributions are made in accordance with plan provisions subject
to certain limitations. Matching employer contributions made were $1.5 million, $1.1 million and
$.9 million in 2006, 2005 and 2004, respectively.

NOTE J - POSTRETIREMENT BENEFITS OTHER THAN PENSIONS
The Company provides certain health care benefits to age 65 and life insurance benefits for
certain eligible retired United States employees. Substantially all current employees may become

eligible for those benefits if they reach early retirement age while working for the Company. The
measurement date is December 31.
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The impact of adopting SFAS No. 158 at December 31, 2006 as required was as follows:

Increase (Decrease)
(Dollars in Thousands

Liability for postretirement benefits $1,705
Deferred income tax assets 630
Accumulated other comprehensive income (1,075)

The following tables set forth the plan's status and amounts recognized in the consolidated
financial statements at December 31, 2006 and 2005:

December 31,
2006 2005
(Dollars in Thousands)

Change in benefit obligation:

Benefit obligation at January 1 $ 20,184 $20,144
Service cost 1,020 928
Interest cost 978 1,070
Plan participants’ contributions 148 145
Plan amendments — (365)
Net actuarial (gain) loss (2,534) (240)
Benefits paid (1,122) (1,498)
Benefit obligation at December 31 18,674 20,184

Change in plan assets:
Fair value of plan assets at January 1 — —
Employer contributions 974 1,353

Plan participants' contributions 148 145
Benefits paid (1,122) {(1,498)

Fair value of plan assets at December 31

Net amount recognized:

Funded status ' (18,674) (20,184)
Unrecognized net actuarial loss — 5,838
Unrecognized prior service credit — (1,672)

Net amount recognized $(18,674) $(16,018)

Amounts recognized in consolidated balance sheets at
December 31:

Current benefit liability $ (1,360) $ (1,761)
Long-term benefit liability (17,314) (14,257)

Net amount recognized $(18,674) $(16,018)




December 31,
2006 2005
(Dollars in Thousands})
Amounts recognized in accumulated other comprehensive
income at December 31.

Net actuarial loss $ 3,128 $ —
Net prior service credit (1,423) —
Net amount recognized $ 1,705 3 —

Weighted-average assumptions used to determine benefit
obligations at December 31 - discount rate 5.75% 5.5%

Years Ended December 31____
2006 2005 2004
(Dollars in Thousands)

Components of net periodic benefit cost:

Service cost $1,020 $ 928 $ 770
Interest cost 978 1,070 1,142
Amortization of prior service cost (249) (249) (221)
Amortization of net actuarial foss 175 311 336
Net periodic benefit cost $1,924 $2,060 $2,027

Weighted average assumptions used to
determine net periodic benefit cost -
discount rate 5.50% 5.75% 6.25%
Assumed health care cost trend rates:
Health care cost trend rate assumed for

next year 6% 7% 8%
Rate to which the cost trend rate is

assumed to decline 5% 5% 5%
Year that the rate reaches the ultimate

trend rate 2008 2008 2008

Assumed health care cost frend rates have a significant effect on the amounts reported for
the health care plan. A one percentage point change in assumed health care cost trend rates
would have the following effects:

One Percentage Point One Percentage Point
Increase Decrease
(Dollars in Thousands})

Effect on total of service and interest cost $ 224 $ (191)
Effect on postretirement benefit obligation 1,548 (1,363)

The Company expects to contribute approximately $1.3 million for the payment of benefits
from its postretirement benefit plan in 2007.
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Estimated future benefit payments from the Company's postretirement benefit plan are as
follows:

(Dollars in Thousands)

2007 $1,332
2008 1,280
2009 1,302
2010 1,444
2011 1,602
2012-2016 9,896

The estimated net loss and prior service cost that will be amortized from accumulated other
comprehensive income into net periodic benefit cost over the next fiscal year are $.1 miilion and
$.2 million, respectively.

NOTE K - CALCULATION OF NET EARNINGS PER SHARE OF COMMON STOCK

Basic net eamings per share of common stock was computed by dividing net earnings by
the weighted average number of shares of common stock outstanding. Diluted net earnings per
share of common stock was computed by dividing net earnings by the weighted average number
of shares of common stock outstanding after giving effect to dilutive securities. The following is a
reconciliation of the numerators and the denominators of the basic and diluted net earnings per

share of common stock calculations for the years ended December 31, 2006, 2005 and 2004:

Net earnings

Weighted average shares
outstanding

Basic net earnings
per share

Weighted average shares
outstanding

Effect of dilutive stock options,

nonvested shares, stock
appreciation rights and
performance shares

Weighted average shares
outstanding - diluted

Diluted net earnings
per share

Years Ended BDecember 31,

2006

$70,344

31,264,580

$2.25

31,264,580

275,181

31,539,761

$2.23

_2005_
(Dollars in Thousands)

$ 53,559

30,483,453

$1.76

30,483,453

762,684

31,246,137

$1.71

2004

$ 6,084

23,197,292

$.26

23,197,292

1,024,258

24,221,550




NOTE L — SEGMENT AND GEOGRAPHICAL INFORMATION

The Company designs, manufactures and markets large excavation machinery used for
surface mining and supplies replacement parts and services for such machines. The Company
manufactures its machines and replacement parts primarily at two locations. There is no
significant difference in the production process for machines and replacement parts. The
Company's products are sold primarily to large companies and government-owned entities
engaged in the mining of copper, coal, oil sands and iron ore throughout the world. New
equipment and replacement parts and services are sold in North America primarily by Company
personnel and its domestic subsidiaries, and overseas by Company personnel and through
independent sales representatives and the Company's foreign subsidiaries and offices.

Based on the above, the Company's operations are classified as one operating segment.
The following table summarizes the Company's sales:
Years Ended December 31,
2006 2005 2004
(Dollars in Thousands)
Machines $255,739 $180,587 $ 132,780
Parts and services 482,311 394,455 321,406

$738,050 $575,042 $454,186

52




Financial information by geographical area is set forth in the following table. In the case of
sales to external customers, the amounts presented represent the sales originating in the
respective geographic area.

Sales to Long - Lived
External Customers Assets
(Dollars in Thousands)
2006
United States $379,794 $112,651
Africa 36,527 950
Australia 118,896 443
Chile 96,344 3,570
Canada 50,158 5,984
Other foreign 56,331 1,551
$738,050 $125,14¢9
2005
United States $306,959 $ 51,775
Africa 37,509 994
Australia 76,151 248
Chile 63,398 3,929
Canada 41,972 6,024
Other foreign 49,053 1,185
$575,042 $ 64,155
2004
United States $241,689 $41,787
Africa 38,933 1,004
Australia 45,861 260
Chile 58,793 3,950
Canada 37,808 5,480
Other foreign 31,102 1,199
$454,186 $53,680

The Company does not consider itself to be dependent upon any single customer or group
of customers; however, on an annual basis a single customer may account for a large percentage
of sales, particularly new machine sales. In 2006, 2005 and 2004, one customer accounted for
approximately 13%, 14% and 12%, respectively, of the Company's sales.

53

]




NOTE M - COMMITMENTS, CONTINGENCIES, CREDIT RISKS AND CONCENTRATIONS
Environmental

The Company's operations and properties are subject to a broad range of federal, state,
local and foreign laws and regulations relating to environmental matters, including laws and
regulations governing discharges into the air and water, the handling and disposal of solid and
hazardous substances and wastes, and the remediation of contamination associated with
releases of hazardous substances at the Company's facilities and at off-site disposal locations.
These laws are complex, change frequently and have tended to become more stringent over time.
Future events, such as required compliance with more stringent laws or regulations, more
vigorous enforcement policies of regulatory agencies or stricter or different interpretations of
existing laws, could require additional expenditures by the Company, which may be material.

Environmental problems have not interfered in any material respect with the Company's
manufacturing operations to date. The Company believes that its compliance with statutory
requirements respecting environmental quality will not materially affect its capital expenditures,
earnings or competitive position. The Company has an ongoing program to address any potential
environmental problems.

Certain environmental laws, such as the Federal Comprehensive Environmental Response,
Compensation and Liability Act (‘CERCLA"), provide for strict, joint and several liability for
investigation and remediation of spills and other releases of hazardous substances. Such laws
may apply to conditions at properties currently or formerly owned or operated by an entity or its
predecessors, as well as to conditions at properties at which wastes or other contamination
attributable to an entity or its predecessors come to be located.

The Company has previously been named as a potentially responsible party under
CERCLA and analogous state laws at other sites throughout the United States. The Company
believes it has determined its remediation liabilities with respect to the sites discussed above and
does not believe that any such remaining liabilities, if any, either individually or in the aggregate,
will have a material adverse effect on its business, financial condition, results of operations or
cash flows. The Company cannot, however, assure that it will not incur additional liabilities with
respect to these sites in the future, the costs of which could be material, nor can it assure that it
will not incur remediation liability in the future with respect to sites formerly or currently owned or
operated by the Company or with respect to off-site disposal locations, the costs of which could be
material.

Over the past three years, expenditures for ongoing compliance, remediation, monitoring
and cleanup have been immaterial. While no assurance can be given, the Company believes that
expenditures for compliance and remediation will not have a material effect on its future capital
expenditures, results of operations or competitive position.
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Product Warranty

The Company recognizes the cost associated with its warranty policies on its products as
revenue is recognized. The amount recognized is based on historical experience. The following is
a reconciliation of the changes in accrued warranty costs for the years ended December 31, 2006
and 2005;

December 31,
2006 2005
{Dollars in Thousands)

Balance at January 1 $ 5,977 $ 5,452
Provision 4,046 2,739
Charges (4,235) (2,214)
Balance at December 31 $5,788 $5977

Product Liability

The Company is normally subject to numerous product liability claims, many of which relate
to products no longer manufactured by the Company or its subsidiaries, and other claims arising
in the ordinary course of business in federal and state courts. Such claims are generally related
to property damage and to personal injury. The Company's products are operated by its
employees and its customers’ employees and independent contractors at various work sites in the
United States and abroad. In the United States, workers’ claims against employers related to
workplace injuries are generally limited by state workers' compensation statutes, but such
limitations do not apply to equipment suppliers. The Company has insurance covering most of
these claims and has various limits of liability depending on the insurance policy year in question.
It is the view of management that the final resolution of these claims and other similar claims
which are likely to arise in the future will not individually or in the aggregate have a material effect
on the Company's financial position, results of operations or cash flows, although no assurance to
that effect can be given.

Asbestos Liability

The Company has been named as a co-defendant in approximately 290 personal injury
liability cases alleging damages due to exposure to asbestos and other substances, involving
approximately 567 plaintiffs. The Company does not believe that costs associated with these
matters will have a material effect on its financial position, results of operations or cash flows,
although no assurance to that effect can be given.

A reconciliation of claims pending at December 31, 2006 and 2005 is as follows:

December 31,
2006 2005
Number of claims pending at January 1 309 300
New claims filed 6 24
Claims dismissed, settled or resolved (25) (15)
Number of claims pending at December 31 290 309

The average claim settlement amount was immaterial in both years.




Other Litigation

A wholly owned subsidiary of the Company is a defendant in a suit pending in the United
States District Court for the Western District of Pennsylvania, brought on June 15, 2002, relating
to an incident in which a dragline operated by an employee of a Company subsidiary tipped over.
The owner of the dragline has sued an unaffiliated third party on a negligence theory for property
damages and business interruption losses in a range of approximately $25.0 million to $27.0
million. The unrelated third party has brought a third-party action against the Company's
subsidiary. The Company's insurance carriers are defending the claim, but have not conceded
that the relevant policies cover the claim. As of December 31, 20086, discovery was ongoing and it
is not possible to evaluate the outcome of the claim nor the range of potential loss, if any.
Therefore, the Company has not recorded any iiability with respect to this litigation.

A wholly owned Australian subsidiary of the Company is a defendant in a lawsuit in
Queensland, Australia relating to a contractual claim in which the plaintiff, pursuant to a contract
with the Company’s subsidiary, agreed to erect a dragline sold by the Company to a customer for
use at its mine site. The plaintiff asserts various contractual claims related to breach of contract
damages and other remedies related to its claim that it was owed amounts for services rendered
under the contract. This claim was settled by the parties in late 2006, pending finalization of
dismissal of the legal proceedings, for AUS $2.7 million (US $2.1 million) plus legal costs, which
have not yet been finally assessed. Based on the claim amount and estimated legal costs, the
Company has established a reserve for its estimate of the resolution of this matter.

The Company is involved in various other litigation arising in the normal course of business.
It is the view of management that the Company's recovery or liability, if any, under pending
litigation is not expected to have a material effect on the Company's financial position, results of
operations or cash flows, aithough no assurance to that effect can be given.

Commitments

The Company has obligations under various operating leases and rental and service
agreements. The expense relating to these agreements was $10.1 million in 2006, $8.7 million in
2005 and $6.7 million in 2004. Future minimum annual payments under non-cancelable
agreements are as follows:

(Dollars in Thousands)

2007 $ 6,971
2008 4,689
2009 4,046
2010 3,226
2011 3,137
After 2011 14,915

$36,984

Management Services Agreement

Prior to the completion of the IPO, American Industrial Partners (“AlP") provided ongoing
financial and management services to the Company utilizing the extensive operating and financial
experience of AlP's principals pursuant to a management services agreement among AIP and the
Company. The expense recoghized related to this agreement was $1.2 million in 2004. The
management services agreement was terminated in July 2004 and all amounts owed AIP under
the agreement were paid in full in connection with the completion of the Company’s IPO on
July 28, 2004.
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Credit Risks

A significant portion of the Company's sales are to customers whose activities are related to
the coal, copper and iron ore mining industries, including some who are located in foreign
countries. The Company generally extends credit to these customers and, therefore, collection of
receivables may be affected by the mining industry economy and the economic conditions in the
countries where the customers are located. However, the Company closely monitors extension of
credit and has not experienced significant credit losses. Also, most foreign sales are made to
large, well-established companies. The Company generally requires letters of credit on foreign
sales to smaller companies.

Concentrations

The Company currently purchases alternating current drives and other electrical parts, an
important component of its equipment, from Siemens Energy & Automation, Inc. ("Siemens"). The
loss of Siemens, the Company's only critical sole source supplier, could cause a delay in
manufacturing and a possible loss of sales, which could have a material adverse effect on the
Company's business.

NOTE N — QUARTERLY RESULTS - UNAUDITED
Quarterly results are as follows:
Quarters Ended at End of

March June September December
(Dollars in Thousands, Except Per Share Amounts)

Net sales:
2006 $165,653 $181,804 $184,980 $205,613
2005 105,521 140,037 157,358 172,126
Gross profit:
2006 $40,873 $46,934 $47.894 $51,074
2005 29,026 30,994 36,428 40,983
Net earnings:
2006 (1) $14,522 $21,558 $16,720 $17.,544
2005 (2) 9,125 10,224 12,777 21,433

Basic net earnings per common
share;
2006 $47 $.69 $.53 $.56
2005 .30 .34 42 70

Weighted average shares
outstanding-basic (in
thousands):

2006
2005

Diluted net earnings per
common share:
2006
2005




Quarters Ended at End of
March June September December
(Dollars in Thousands, Except Per Share Amounts)
Weighted average shares
outstanding-diluted (in

thousands):
2006 31,527 31,616 31,499 31,518
2005 31,173 31,246 31,279 31,284

Dividends per common share —

Class A common stock:
2006 $.0383 $.05 $.05 $.05

2005 0383 .0383 .0383 0383

(1) Net earnings for the quarter ended June 30, 2006 includes a net income tax benefit of
approximately $3.7 million related to foreign tax credits (see Note H).

(2)  Net earnings for the quarter ended December 31, 2005 includes a net income tax benefit of
$7.0 million, which consisted of the recognition of an income tax benefit of approximately
$8.8 million related to foreign tax credits and $1.8 million of foreign tax expense related to a
foreign dividend distribution (see Note H).

NOTE O — PENDING ACQUISITION

On December 17, 2006, the Company signed a definitive agreement to acquire DBT GmbH
(“DBT"), a subsidiary of RAG Coal International AG (“RAG"). DBT is a leading worldwide supplier
of complete system solutions for underground coal mining and manufactures equipment including
roof support systems, armored face conveyers, plows, shearers and continuous miners used
primarily by customers who mine coal. The Company has agreed to pay $710.0 million in cash
and issue to RAG 471,476 shares of the Company's Class A common stock with an initial market
value of $21.0 million (based on the average closing price of the Company's Class A common
stock for the 20-day trading period ended December 14, 2006). The transaction is subject to
various closing conditions and regulatory approvals.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Bucyrus International, Inc.:

We have audited the accompanying consolidated balance sheets of Bucyrus International, Inc.
and subsidiaries (the "Company"} as of December 31, 2006 and 2005, and the related
consolidated statements of earnings, comprehensive income, common stockholders’
investment, and cash flows for each of the three years in the period ended December 31, 2006.
These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the
financial position of Bucyrus International, Inc. and subsidiaries at December 31, 2006 and
2005, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2006, in conformity with accounting principles generally accepted in
the United States of America.

As discussed in Note A to the consolidated financial statements, effective January 1, 2006 the
Company changed its method of accounting for share-based compensation to adopt Statement
of Financial Accounting Standards No. 123 (revised 2004), “Shared-Based Payment.” As
discussed in Notes A, | and J to the consolidated financial statements, effective December 31,
2006 the Company changed its method of accounting for the funded status of their defined
benefit pension and postretirement plans to adopt Statement of Financial Accounting Standards
No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans —
an amendment of FASB Statements No. 87, 88, 106, and 132(R).”

We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the effectiveness of the Company’s internal control over
financial reporting as of December 31, 2006, based on the criteria established in internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated February 26, 2007 expressed an ungualified
opinion on management’s assessment of the effectiveness of the Company’s internal control
over financial reporting and an unqualified opinion on the effectiveness of the Company’s
internal control over financial reporting.

Milwaukee, Wisconsin
February 26, 2007




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Bucyrus International, Inc.:

We have audited management’s assessment, included in the accompanying Management’s
Report on Internal Control over Financial Reporting, that Bucyrus International, Inc. and
subsidiaries (the "Company") maintained effective internal control over financial reporting as of
December 31, 2006, based on criteria established in /nternal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission. The
Company’s management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting.
Our responsibility is to express an opinion on management’s assessment and an opinion on the
effectiveness of the Company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internal control over financial reporting
was maintained in all material respects. Qur audit included obtaining an understanding of
internal control over financial reporting, evaluating management's assessment, testing and
evaluating the design and operating effectiveness of internal control, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed by, or under the
supervision of, the company’s principal executive and principal financial officers, or persons
performing similar functions, and effected by the company’s board of directors, management,
and other personnel to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company's internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of
the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use,
or disposition of the company’s assets that could have a material effect on the financial
statements.

Because of the inherent limitations of internal control over financial reporting, including the
possibility of collusion or improper management override of controls, material misstatements
due to error or fraud may not be prevented or detected on a timely basis. Also, projections of
any evaluation of the effectiveness of the internal control over financial reporting to future
periods are subject to the risk that the controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies and procedures may deteriorate.

In our opinion, management's assessment that the Company maintained effective internal
control over financial reporting as of December 31, 2006, is fairly stated, in all material respects,
based on the criteria established in Internal Contro/l—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. Also in our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting
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as of December 31, 2006, based on the criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission.

We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated financial statements as of and for the year
ended December 31, 2006 of the Company and our report dated February 26, 2007 expressed
an unqualified opinion on those financial statements and included an explanatory paragraph
concerning the Company’s adoption of Statement of Financial Accounting Standards No. 123
(revised 2004), “Shared-Based Payment” and Statement of Financial Accounting Standards No.
158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — an
amendment of FASB Statements No. 87, 88, 106, and 132(R) in 20086.

Milwaukee, Wisconsin
February 26, 2007
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

To the Board of Directors and Stockholders of
Bucyrus International, Inc.:

The management of Bucyrus International, Inc. and subsidiaries (the “Company’) is
responsible for establishing and maintaining adequate internal control over financial reporting, as
such term is defined in Rule 13a-15(f) of the Securities and Exchange Act of 1934. The
Company’s internal control over financial reporting is designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of published financial statements
in accordance with generally accepted accounting principles.

The Company’s management, with the participation of the Company’'s Chief Executive
Officer and Chief Financial Officer and Secretary, has assessed the effectiveness of the
Company’s internal control over financial reporting based on the criteria established in “Internal
Control-Integrated Framework” issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based on this assessment, the Company’s management has concluded
that, as of December 31, 2006, the Company's internal control over financial reporting was
effective based on that criteria.

Because of its inherent limitations, internal control over financial reporting may not prevent
or detect misstatements. Also, projections of any evaluation of the effectiveness to future periods
are subject to the risk that the controls may become inadequate because of changes in
canditions, or that the degree of compliance with the policies or procedures may deteriorate.

The Company’s independent registered public accounting firm has issued an audit report on
management’s assessment of the effectiveness of the Company’s internal control over financial
reporting as of December 31, 2006, which is included herein.

Timothy W. Sullivan
President and Chief Executive Officer
February 26, 2007

Craig R. Mackus

Chief Financial Officer and Secretary
February 26, 2007
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Bucyrus International, Inc.®
Management's Discussion & Analysis
and
Other Financial Information
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SELECTED CONSOLIDATED FINANCIAL DATA

Statement of Earnings Data:
Sales
Net earnings (loss)
Net earnings (loss) per share of
common stock:
Basic
Diluted

Cash dividends per common share
Balance Sheet Data;
Total assets

Long-term liabilities, including
long-term debt
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2006 2005 2004 2003 2002
(Dollars in thousands, except per share amounts}

$738,050 $575,042 $454,186 $337,695 $289,598
70,344 53,559 6,084 (3,581) (10,786)

2.25 1.76 26 (.21) (.63)
2.23 1.71 25 (.21) (.63)
$ 1883 $ 153 % 0383 $§ — § —

$600,712 $491,967 $392,809 $362,143 $346,878

134,450 115,799 148,852 231,689 283,574




MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

The following discussion and analysis and information contained elsewhere in this report
contain statements that constitute “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. These forward-looking statements may be identified by
the use of predictive, future tense or forward looking terminology, such as “believes,” “anticipates,”
“expects,” “estimates,” “intends,” “may,” “will” or similar terms. We caution that any such forward-
looking statements are not guarantees of our future performance and involve significant risks and
uncertainties, and that actual results may differ materially from those contained in the forward-
looking statements as a result of various factors, which are more fully described in our 2006 Form

10-K filed with the Securities and Exchange Commission.

o

Business

We design, manufacture and market draglines, electric mining shovels and rotary
blasthole drills (collectively, "machines”) used primarily by customers who mine copper, coal, oil
sands and iron ore throughout the world. We also provide the aftermarket replacement parts
and service for these machines in mining centers throughout the world, including Argentina,
Australia, Brazil, Canada, Chile, China, India, Peru, South Africa and the United States. The
largest markets for our mining equipment have historically been in Australia, Canada, South
Africa, South America and the United States. iIn the future, we expect that Brazil, Canada,
China and India will be increasingly important markets for us. We manufacture our original
equipment products and the majority of our aftermarket parts at our facilities in South Milwaukee
and Milwaukee, Wisconsin.

The market for our machines is closely correlated with customer expectations of sustained
strength in prices of surface mined commodities. Growth in demand for these commodities is a
function of, among other things, economic activity, population increases and continuing
improvements in standards of living in many areas of the world. Market prices for copper, coal,
iron ore and oil generally continued to be strong in 2005 and 2006, although certain commodity
prices have recently moderated or declined slightly during 2006. Factors that could support
sustained demand for these key commodities in 2007 include continued expected economic
growth in China, India and the developing world, as well as renewed economic strength in
industrialized countries. As of December 31, 20086, inquiries for machines in all three of our
product lines remained at a high level despite the recent moderation in commodity prices. As of
December 31, 2006, interest in our machines continued to be strong in the oil sands region of
Western Canada, and inquiries related to coal, copper and iron ore mines in other areas of the
world have also remained strong.

Our aftermarket parts and service operations, which have accounted for approximately 72%
of our total sales over the past 10 years, tend to be more consistent than our machine sales.
However, aithough strength in commodity markets in 2005 and 2006 positively affected our
aftermarket sales, our total aftermarket sales decreased to approximately 65% of our sales during
2006 as a result of increased machine sales activity and are currently expected to be
approximately 55% of our sales in 2007 based on end of year sales and quoting activity. Our
complex machines are typically kept in continuous operation from 15 to 40 years by our
customers, requiring regular maintenance and repair throughout their productive lives. The size of
our installed base of surface mining equipment as of December 31, 2006 was almost $12.6 billion
based on estimated replacement value. Our ability to provide on-time delivery of reliable parts
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and prompt service are important drivers of our aftermarket sales. As of December 31, 2006,
aftermarket orders and inquiries continued to remain at high levels as the existing installed fleet of
our machines is operating at very high utilization levels due to the current demand and increased
prices for related mined commodities.

A substantial portion of our sales and operating earnings is attributable to our operations
located outside the United States. We generally sell our machines, including those sold directly to
foreign customers, and most of our aftermarket parts in United States dollars. A portion of our
aftermarket parts sales are also denominated in the local currencies of Australia, Brazil, Canada,
Chile, South Africa and the United Kingdom. Aftermarket services are paid for primarily in local
currency, which is naturally hedged by our payment of local labor in local currency. In the
aggregate, approximately 74% of our 2006 sales were priced in United States dollars.

As of December 31, 2006, we anticipated increased sales activity for both our aftermarket
parts sales and machine sales in 2007 relative to 2006. We expect machine sales to increase in
2007, driven by customer expectations of sustained strength in the copper, coal, oil sands and
iron ore markets, ongoing and rapid industrialization in China and other parts of the developing
world, demand for minerals in the developed world and the rising cost of non-coal energy sources.
While we expect that the current commodity demand will continue for the near term, customers’
purchases of our original equipment products may lag behind such increases in commodity prices
because of the time needed to acquire the appropriate mining permits and establish the relevant
infrastructure. We also expect our aftermarket sales to increase as customers continue the trend
of utilizing our parts and services in a broader range of applications on their installed base of
equipment. Strong sales volume and demand as of the end of the year has caused us to hire new
employees, and additional hiring is expected.

In response to sustained order strength, we are in the process of completing a multi-phase
capacity expansion of our manufacturing facilities in South Milwaukee. The first phase of our
expansion provided 110,000 square feet of new space for welding and machining of large
electric mining shovel components north of Rawson Avenue and was substantially complete at
the end of the third quarter of 2006. The second phase of our expansion program will further
expand our new facility north of Rawson Avenue from 110,000 square feet to over 350,000
square feet of welding, machining and outdoor hard-goods storage space. Construction is
expected to be completed in April 2007. We expect the aggregate cost of phase one and two of
our expansion program to be approximately $54 million, which is being financed by borrowings
under our revolving credit facility. The third phase of our expansion program, which we
announced in July 2006, is intended to help us meet the continued growth of demand for our
machines and their components. Phase three will include the renovation and expansion of
manufacturing buildings and offices at our existing facilities south of Rawson Avenue. Our
focus is on modernizing our facilites and improving manufacturing and administrative
efficiencies. The steps for accomplishing phase three are scheduled to maximize
manufacturing throughput during both the renovation and construction processes. We expect
that phase three construction will cost approximately $58 million and is scheduled to be
completed by the first quarter of 2008. Phase three is being financed by borrowings under our
revolving credit facility.

When completed, we expect that the additional manufacturing capacity provided by our
multi-phase expansion program will allow us to significantly increase the total number of electric
mining shovels and draglines that we are able to produce in any given year.

Over the past three years, we have increased our gross profits by reducing manufacturing

overhead variances, achieving productivity gains, improving machine margins and increasing
higher margin aftermarket parts and services business. Through December 31, 2006, increasing
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costs of steel and other raw materials have been offset by the higher selling prices of our
products.

Pending Acquisition of DBT

On December 17, 2006, we signed a definitive agreement to acquire DBT GmbH (“DBT”), a
subsidiary of RAG Coal International AG (“RAG"). DBT is a leading worldwide supplier of
complete system solutions for underground coal mining and manufactures equipment including
roof support systems, armored face conveyers, plows, shearers and continuous miners used
primarily by customers who mine coal. We have agreed to pay $710.0 million in cash and issue to
RAG 471,476 shares of our Class A common stock with an initial market value of $21 million
(based on the average closing price of our Class A common stock for the 20-day trading period
ended December 14, 2006). The transaction is subject to various closing conditions and
regulatory approvals.

We have received a financing commitment from Lehman Brothers to fund the cash
purchase price for the DBT transaction. We currently expect that this financing will provide us
with up to $1.23 billion of senior secured credit facilities, including an $825 million term loan that
we will use to finance the DBT acquisition and refinance existing debt, as well as a $400 million
revolving credit facility to fund our ongoing capital needs. We are currently evaluating various
more permanent capital structures that could include the issuance of a combination of debt
and/or equity securities.

Key Measures

The following is a discussion of key measures which contributed to our operating results in
2006.

On-Time Delivery and Lead Times

Due to the high fixed cost structure of our customers, we believe that it is critical that we
help them avoid equipment downtime. On-time delivery and reduced lead time of aftermarket
parts and services allow our customers to reduce their equipment downtime and are therefore key
measures of customer service, and we believe that these are fundamental drivers of our
aftermarket sales. Our on-time delivery percentage in the aftermarket, based on achieved
promised delivery dates to customers, was 86% for 2006, 92% for 2005 and 94% for 2004. The
decrease in recent years was due to the increase in our sales volume and our capacity
constraints. Customer delivery lead times increased in 2006 and are expected to continue to
increase in 2007 due to the expected increase in sales volume and our capacity restraints. In
addition to our multi-phase expansion program, which will increase our production capacity, we
are in the process of implementing programs and identifying subcontract opportunities to improve
our on-time deliveries and lead times.

Installed Base

Our almost $12.6 billion (calculated by estimated replacement value) installed base as of
December 31, 2008, provides the foundation for our aftermarket sales. Over the life of a machine,
customer purchases of aftermarket parts and services often exceed the original purchase price of
the machine. Additionally, we realize higher margins on sales of our aftermarket parts and
services than on sales of our machines. Moreover, because these machines tend to operate
continuously in all market conditions, with expected lives ranging from 15 to 40 years, and have
predictable parts and maintenance needs, our aftermarket business has historically been more
stable and predictable than the market for our machines, which is closely comelated with
expectations of sustained strength in commodity markets.
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Research and Development

We believe that our technologically advanced products are a competitive advantage for us.
As a result, we spend a significant amount on research and development to continue to maintain
this advantage. Our research and development expenses for 2006 were $10.7 miltion, and we
expect to maintain this leve! of research and development spending in 2007. We concentrate on
producing technologically advanced and productive machines that allow our customers to conduct
cost-efficient operations. We manufacture alternating current (“AC”) drive draglines and electric
mining shovels and offer advanced computer control systems that allow technicians at our
headquarters to remotely monitor and adjust the operating parameters of suitably equipped
machines at locations around the world via the Internet. Our focus on incorporating advanced
technologies such as AC drives and advanced controls has increased customer adoption of our
product offerings. Further, we believe that these developments have contributed to increased
demand for our aftermarket parts and service since we are well equipped to provide the more
sophisticated parts, product technical knowledge and service required by customers who use
more complex and efficient machines.

Backlog

Our relative backlog leve! allows us to more accurately forecast our upcoming sales and
plan our production accordingly. Our backlog also provides us with a predictive level of future
expected cash flows. Due to the high cost of some machines, our backlog is subject to volatility,
particularly over relatively short periods. A portion of our backlog is related to multi-year contracts
that will generate revenue in future years. The following table shows our backlog as of
December 31, 2006, 2005 and 2004, as well as the portion of backlog which is or was expected to
be recognized within 12 months of these dates:

December 31,
2006 2005 2004
(Dollars in thousands)

Next 12 months $593,828 $413,131 $231,455
Total $894,749 $658,612 $436,317

The increase in our backlog as of December 31, 2006 from December 31, 2005 was
primarily due to an increase in new machine orders, which totaled $486.9 million for 2006. New
machine orders in 2006 included an 8750AC dragline sale to a customer in Australia.

Inventory

Qur proper management of our inventory levels can facilitate our on time deliveries and lead
times. As of December 31, 2006, we had $176.3 million in inventory compared to $133.5 million
as of December 31, 2005. Inventory levels have increased in support of our increased sales
activity. Our inventory turned at an annual rate of 3.4 times in 2006 compared to 3.1 times during
2005. We calculate our inventory turns based on our cost of sales and our average inventory
balance during the prior 12 months.

Warranty Claims

Product quality is another key driver of our customer’s satisfaction and, as a result, our
sales. We use warranty claims as a percentage of total sales as one objective benchmark to
evaluate our product quality. During each of 2006, 2005 and 2004, our warranty claims as a
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percentage of total sales were less than 1%.
Productivity

Sales per full time equivalent employee is a measure of our operational efficiency. Our
sales per full time equivalent employee were $.3 million for 2006, 2005 and 2004. We have
attempted to increase our productivity in recent years, primarily through the application of
worldwide sales and inventory ERP systems and personnel upgrades.

Results of Operations

2006 Compared to 2005
2008 2005
% Change In

% of % of Reported

Amount Sales Amount Sales Amounts

(Dollars in thousands)
Sales $ 738,050 —_ $ 575,042 — 28.4%
Gross profit $ 186,775 25.3% $ 137,431 23.9% 36.0%
SG&A $ 73,138 9.9% $ 54,354 9.5% 34.4%
Operating earnings $101,184 13.7% $ 74,051 12.9% 36.6%
Net earnings $ 70,344 9.5% $ 53,559 9.3% 31.2%
Sales

Sales for 2006 were $738.0 million compared with $575.0 million for 2005, an increase of
28.4%. Sales of aftermarket parts and services for 2006 were $482.3 million, an increase of
22.3% from $394.4 million for 2005. Aftermarket sales increased in both the United States and
international markets, reflecting our continuing initiatives and strategies to capture additional
market share. Aftermarket sales remained strong as customers continued the trend of utilizing
our parts and services in a broader range of applications on their installed fleet of machines
which are operating at very high utilization levels. Machine sales for 2006 were $255.7 million,
an increase of 41.6% from $180.6 million for 2005. The increase in our machine sales was due
to sustained demand for commodities that are surface mined by our machines.

Gross Profit

Gross profit for 2006 was $186.8 million, or 25.3% of sales, compared with $137.4 million,
or 23.9% of sales, for 2005. The increase in gross profit was primarily due to increased
aftermarket and machine sales. Through December 31, 2008, increasing prices of steel and
other raw materials have been offset by the higher selling prices of our products. The mix of
machine and aftermarket sales impacts our gross margin as machine sales generally have
lower gross margins than our aftermarket sales. Machine sales were 35% of our sales for 2006
compared to 31% for 2005. Gross profit for 2006 and 2005 was reduced by $.9 million and $1.5
million, respectively, of training costs for employees hired at our new manufacturing facility in
Milwaukee. We are continuing to hire and train new employees to support our increased
capacity initiatives. Gross profit for 2006 and 2005 was reduced by $5.2 million and $5.3
million, respectively, of additional depreciation expense as a result of the purchase price
allocation to plant and equipment in connection with prior acquisitions of companies.
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Selling, General and Administrative Expenses

Selling, general and administrative expenses for 2006 were $73.1 million, or 9.9% of
sales, compared with $54.4 million, or 9.5% of sales, for 2005. Selling, general and
administrative expenses for 2006 included $4.3 million related to non-cash stock-based
employee compensation compared to $.2 million for 2005. In 2008, selling and administrative
expenses increased as a result of our hiring of additional employees to support our projected
sales growth and increased plant capacity. We expect continued increases in selling, general
and administrative expenses due to increased sales volumes, but expect that these expenses to
remain at 10% or less of sales. Foreign currency transaction losses for 2006 were $1.0 million
compared with a gain of $1.0 million for 2005. We incurred approximately $.6 million and $1.2
million of consulting expenses during 2006 and 2005, respectively, related to Sarbanes-Oxley
Section 404 compliance.

Research and Development Expenses

Research and development expenses for 2006 were $10.7 million compared with $7.2
million for 2005. The increase in 2006 was due to the continuing development of electrical and
machine upgrade systems.

Operating Earnings

Operating earnings for 2006 were $101.2 million, or 13.7% of sales, compared with $74.1
million, or 12.9% of sales, for 2005. The improvement in 2006 was primarily due to increased
gross profit resulting from increased sales volume.

Interest Expense

Interest expense for 2006 was $3.7 million compared with $4.9 million for 2005. We
capitalized $.8 million of interest during 2006 as a part of the cost of our capacity expansion
program. The remaining decrease in interest expense was primarily due to reduced average
borrowings in 2006.

Income Taxes

Income tax expense for 2006 was $26.9 million compared to $15.4 million for 2005. U.S.
and foreign taxes are calculated at applicable statutory rates. Income tax expense for 2006 was
reduced by a net income tax benefit of approximately $4.3 million related to foreign tax credits.
The foreign tax credits resulted from the completion of our evaluation of the potential to claim
additional foreign tax credits generated in previous tax periods. The lower effective tax rate in
2006 was also due to the mix of our domestic and foreign earnings. Income tax expense for 2005
was reduced by a net income tax benefit of $7.0 million, which consisted of $1.8 million of foreign
tax expense related to a foreign dividend distribution and the recognition of an income tax benefit
of approximately $8.8 million related to foreign tax credits. Amounts included in income tax
expense are further described in Note H to our consolidated financial statements. At
December 31, 2006, we had available approximately $10.7 million of federal net operating loss
carryforwards. These carryforwards are useable at the rate of $3.6 million per year.

2005 Compared to 2004
Sales

Sales for 2005 were $575.0 million compared with $454.2 million for 2004. Sales of
aftermarket parts and services for 2005 were $394.4 million, an increase of 22.7% from $321.4
million for 2004. The increase in aftermarket sales reflected our continuing initiatives and
strategies to capture additional market share as well as continued strong commodity prices.
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Aftermarket sales increased in both the United States and international markets. Machine sales
for 2005 were $180.6 million, an increase of 36.0% from $132.8 million for 2004. The increase in
machine sales in 2005 was primarily due to increased electric mining shovel sales and the
recognition of sales on two draglines that were sold in 2004. Approximately $6.5 million of the
increase in sales for 2005 was attributable to a weakening United States dollar, which primarily
impacted aftermarket sales (see “Foreign Currency Fluctuations” below).

Gross Profit

Gross profit for 2005 was $137.4 miliion, or 23.9% of sales, compared with $96.4 million, or
21.2% of sales, for 2004. The increase in our gross profit was primarily due to an increased sales
volume and higher gross margins on both machines and aftermarket sales. Gross profit for 2005
was reduced by $1.5 million of training costs for employees hired at our new leased
manufacturing facility. Gross profit for 2005 and 2004 was also reduced by $5.3 million and $5.2
million, respectively, of additional depreciation expense as a result of purchase price allocation to
plant and equipment in connection with prior acquisitions of companies. Approximately $1.5
million of the increase in 2005 was attributable to a weakening United States dollar (see "Foreign
Currency Fluctuations" below).

Selling, General and Administrative Expenses

Selling, general and administrative expenses for 2005 were $54.4 million, or 9.5% of sales,
compared with $53.1 million, or 11.7% of sales, for 2004. Selling, general and administrative
expense for 2005 included $.2 million related to non-cash stock-based employee compensation
compared to $10.1 million for 2004. Non-cash stock compensation expense in 2004 primarily
represented the charge recorded related to stock options issued prior to the completion of our
initial public offering. Selling expenses for 2005 increased by $4.5 million from 2004 primarily due
to increased sales efforts and higher foreign costs as a result of the weakened U.S. dollar, but
remained relatively constant as a percentage of sales. Foreign currency transaction gains for
2005 were $1.0 million compared with gains of $2.7 million for 2004. We incurred approximately
$1.2 mitlion of consulting expenses during 2005 related to Sarbanes-Oxley Section 404
compliance.

Research and Development Expenses

Research and development expenses for 2005 were $7.2 million compared with $5.6 million
for 2004. The increase in 2005 was in part due to the continuing development of electrical and
machine upgrade systems.

Operating Earnings

Operating earnings for 2005 were $74.1 million, or 12.9% of sales, compared with $35.9
million, or 7.9% of sales, for 2004. Operating earnings for 2005 increased from 2004 due to
increased gross profit resulting from increased sales volume and higher gross margins on both
machines and aftermarket sales. Operating earnings for 2004 were reduced by $10.1 million of
non-cash stock compensation expense. Approximately $.6 million of the increase in operating
earnings for 2005 was attributable to a weakening United States dollar (see “Foreign Currency
Fluctuations” below).
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Interest Expense

Interest expense for 2005 was $4.9 million compared with $11.5 miliion for 2004. The
decrease in interest expense in 2005 was primarily due to the refinancing of our capital structure
in connection with our initial public offering.

Other Expense

Other expense for 2005 and 2004 was $1.0 million and $2.0 million, respectively. Included
in the amount for 2004 was $.6 million of secondary common stock offering expenses. Debt
issuance cost amortization was $1.0 million and $1.4 million for 2005 and 2004, respectively.
These amounts included costs related to our credit facilities (see "Liquidity and Capital
Resources-Financing Cash Flows" below).

Income Taxes

Income tax expense for 2005 was $15.4 million compared with $9.3 million for 2004. In
2005, U.S. taxable income exceeded available net operating loss carryforwards and income tax
expense was recorded. Foreign taxes continue to be recorded at applicable statutory rates.
Income tax expense for 2005 was reduced by a net income tax benefit of $7.0 million, which
consisted of $1.8 million of foreign tax expense related to a foreign dividend distribution and the
recognition of an income tax benefit of approximately $8.8 million related to foreign tax credits.
During 2005, we began to quantify the amount of previously unclaimed foreign tax credits which
we can utilize in part by amending historical income tax returns. As of December 31, 2005, we
had approximately $14.3 million of federal net operating loss carryforwards.

Foreign Currency Fluctuations
The following table summarizes the approximate effect of changes in foreign currency

exchange rates on our sales, gross profit and operating earnings for 2006, 2005 and 2004, in
each case compared to the prior year:

2006 2005 2004
(Dollars in thousands)
Increase in sales $577 $6,536 $11,946
Increase in gross profit 321 1,528 2,103
Increase in operating earings 304 573 246
EBITDA

Earnings before interest, taxes, depreciation and amortization (“EBITDA”) for 2006, 2005
and 2004 was $116.0 million, $87.6 million and $48.2 million, respectively. EBITDA is presented
because (i) we use EBITDA to measure our liquidity and financial performance and (ii) we believe
EBITDA is frequently used by securities analysts, investors and other interested parties in
evaluating the performance and enterprise value of companies in general, and in evaluating the
liquidity of companies with significant debt service obligations and their ability to service their
indebtedness. Our EBITDA calculation is not an alternative to operating earnings under
accounting principles generally accepted in the United States of America ("GAAP”) as an indicator
of operating performance or of cash flows as a measure of liquidity. The following table reconciles
Net Earnings as shown in our Consolidated Statements of Earnings to EBITDA and reconciles
EBITDA to Net Cash Provided by Operating Activities as shown in our Consolidated Statements
of Cash Flows:




2006 2005 2004
(Dollars in thousands)

Net earnings $ 70,344 $ 53,559 $ 6,084
Interest income (663) (669) (316)
Interest expense 3,693 4,865 11,547
Income taxes 26,930 15,358 9,276
Depreciation 12,892 11,681 11,061
Amortization (1) 2,827 2,788 3,194
Loss on extinguishment of debt —— — 7,316
EBITDA (2) 116,023 87,582 48,162
Changes in assets and liabilities (39,557) (18,123) (22,957)
Non-cash stock compensation expense 4,284 180 10,076
Loss on sale of fixed assets 140 273 287
Interest income 663 669 316
Interest expense (3,693) (4,865) (11,547)
Income tax expense (26,930) (15,358) (9,276)
Secondary offering expenses — — 602
Net cash provided by operating activities $ 50,930 $ 50,358 $ 15,663
Net cash used in investing activities $(70,603) $(22,109) $ (6,706)
Net cash provided by (used in) financing activities $ 15,134 $(36,299) $ 5,188
(1) Includes amortization of intangible assets and debt issuance costs.

2) EBITDA for 2004 was reduced by expenses pursuant to a management services agreement with American

Industrial Partners (“AIP") as well as fees paid to AIP or its affiliates and advisors for services performed for us
outside the scope of the management services agresment of $1.3 milion. The management services
agreement was terminated in July 2004, EBITDA for 2006, 2005 and 2004 was also reduced by severance
expense of $1.4 million, $.5 million and $.4 million, respectively.

Liguidity and Capital Resources

Cash Requirements

During 2007, we anticipate strong cash flows from operations due to continued strength in
our aftermarket parts sales as well as continued high demand for our new machines. In expanding
markets, customers are generally contractually obligated to make progress payments under
purchase contracts for machine orders and certain large parts orders. As a result, we do not
anticipate significant outside financing requirements to fund production of these machines and do
not believe that new machine sales will have a material negative effect on our liquidity, although
the issuance of letters of credit reduces the amount available for borrowings under our revolving
credit facility. If additional borrowings are necessary during 2007, we believe we have sufficient
capacity under our revolving credit facility (see “Financing Cash Flows” below).

Our 2006 capital expenditures were $74.4 million compared with $22.2 million for 2005.
Included in capital expenditures for 2006 was approximately $56.2 million related to our expansion
program, of which $3.0 million was paid in early 2007. The remaining expenditures consisted
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primarily of production machinery at our main manufacturing facility. We expect capital
expenditures in 2007 to remain near our 2006 level as we increase our manufacturing capacity
and upgrade and replace our manufacturing equipment to support our increased sales activity.
We believe cash flows from operating activities and funds available under our revolving credit
facility, as well as governmental grants and other programs, will be sufficient to fund our expected
capital expenditures in 2007.

As of December 31, 20086, there were $76.2 million of standby letters of credit outstanding
under all of our bank facilities.

As of December 31, 2006, our long-term liabilities consisted primarily of warranty and
product liability accruals and pension and postretirement benefit accruals. For 2007, we expect to
contribute $9.2 million to our pension plans and $1.3 million for the payment of benefits from our
postretirement benefit plan. As of December 31, 2006, our unfunded pension and postretirement
henefit liability was $44.9 million.

Payments of warranty and product liability claims are not subject to a definitive estimate by
year. We do not anticipate cash requirements for warranty claims to be materially different than
historical funding levels. We do not expect to pay any material product liability claims in 2007.

In addition to the obligations noted above, we anticipate cash funding currently estimated
requirements for interest, dividends and income taxes of approximately $5.7 million, $6.3 million
and $37.1 million, respectively, during 2007,

We believe that cash flows from our operations and our revolving credit facility will be
sufficient to fund our normal cash requirements for 2007. We also believe that cash flows from
our operations will be sufficient to repay any borrowings under our revolving credit facility as
necessary.

Sources and Uses of Cash

We had $9.6 million of cash and cash equivalents as of December 31, 2006. All of this cash
is located at various subsidiaries and is used for working capital purposes. Cash receipts in the
United States are applied against our revolving credit facility.

Operating Cash Flows

During 2006, we generated cash from operating activities of $50.9 million compared to
$50.4 million in 2005. The increase in our cash flows from operating activities resulted primarily
from increased sales activity.

Receivables

We recognize revenues on machine orders using the percentage of completion method.
Accordingly, accounts receivable are generated when revenue is recognized, which can be before
the funds are collected or, in some cases, before the customer is billed. As of December 31,
2006, we had $162.5 million of accounts receivable compared to $155.5 million of accounts
receivable as of December 31, 2005. Receivables as of December 31, 2006 and 2005 included
$77.0 million and $68.2 million, respectively, of revenues from long-term contracts which were not
billable at these dates.
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Liabilities to Customers on Uncompleted Contracts and Warranties

Customers generally make down payments at the time of the order for a new machine as
well as progress payments throughout the manufacturing process. In accordance with Statement
of Position No. 81-1, these payments are recorded as Liabilities to Customers on Uncompleted
Contracts and Warranties.

Financing Cash Flows

Our credit agreement as of December 31, 2006, with GMAC Commercial Finance LLC as
lead lender, provides for a revoiving credit facility and expires on May 27, 2010. In 2006, the
amount of the revolving credit facility was increased to $200.0 million from $120.0 million. Interest
on borrowed amounts is subject to quarterly adjustments to prime or LIBOR rates as defined in
the credit agreement. Borrowings under the revolving credit facility are subject to a borrowing
base formula based on the value of eligible receivables and inventory. As of December 31, 2006,
we had $78.8 million of borrowings under our revolving credit facility at a weighted average
interest rate of 6.8%. The amount available for borrowings under the revolving credit facility as of
December 31, 2006 was $69.7 million.

Our credit agreement contains covenants limiting our discretion with respect to key business
matters and places significant restrictions on, among other things, our ability to incur additional
indebtedness, create liens or other encumbrances, make certain payments or investments, loans
and guarantees, and sell or otherwise dispose of assets and merge or consolidate with another
entity. All of our domestic assets and the receivables and inventory of our Canadian subsidiary
are pledged as collateral under the revolving credit faciiity. In addition, the outstanding capital
stock of our domestic subsidiaries, as well as the capital stock of a majority of our foreign
subsidiaries, are pledged as collateral. We are also required to maintain compliance with certain
covenants, including a leverage ratio (as defined). We were in compliance with these covenants
as of December 31, 2006.

Current Dividend Policy
In 2006, our Board of Directors authorized a 30% increase in our stockholders’ quarterly

cash dividend to the amount of $.05 per share per quarter, subject to future authorization by our
Board of Directors.




Contractual Obligations
The following table summarizes our contractual obligations as of December 31, 2006:
2-3 4-5

Total 1Yearorless Years Years Thereafter
(Dollars in thousands)

Long-term debt $82,476 $210 $1,078 $79,523 $1,665
Short-term obligations 121 121 — — —
Purchase obligations (1) 2,020 1,328 692 — —
Operating leases and rental and

service agreements 36,984 6,971 8,735 6,363 14,915
Expansion project (2) 13,975 13,975 — — —
Total $135,576 $22605 $10,505 $85,886 $16,580

(1 Obligations related to purchase orders entered into in the ordinary course of business are excluded from the

above table. Any amounts for which we are liable for goods or services received under purchase orders are
reflected in the Consolidated Balance Sheets as accounts payable.

(2) We are in the midst of a multi-phase expansion program at our South Milwaukee facility. We expect that the
aggregate cost of phase one and two will be approximately $54 million, and that the cost of phase three will be
approximately $58 milion. We are financing the expansion program through working capital and funds
available under our existing revolving credit facility as well as governmental grants and other programs.

Critical Accounting Policies and Estimates

The preparation of our consolidated financial statements in conformity with accounting
principles generally accepted in the United States requires us to make estimates and assumptions
about future events that affect the amounts reported in our financial statements and
accompanying footnotes. Future events and their effects cannot be determined with absolute
certainty. Therefore, the determination of estimates requires the exercise of judgment. Actual
results could differ from those estimates, and such differences may be material to the financial
statements. The process of determining significant estimates is fact specific and takes into
account factors such as historical experience, current and expected economic conditions, product
mix, and in some cases, actuarial techniques. We evaluate these significant factors as facts and
circumstances dictate. Historically, actual results have not differed significantly from those
determined using estimates.

The following are the accounting policies that most frequently require us to make estimates
and judgments and are critical to understanding our financial condition, results of operations and
cash flows:

Revenue Recognition - Revenue from long-term sales contracts, such as for the
manufacture of our machines and certain parts orders, is recognized using the percentage-of-
completion method prescribed by Statement of Position No. 81-1 due to the length of time to fully
manufacture and assemble our machines or replacement parts. We measure revenue recognized
based on the ratio of estimated costs incurred to date in relation to total costs to be incurred. The
percentage-of-completion method of accounting for these contracts most accurately reflects the
status of these uncompleted contracts in our financial statements and most accurately measures
the matching of revenues with expenses. We also have long-term maintenance and repair
contracts with customers. Under these contracts, we provide all replacement parts, regular
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maintenance services and necessary repairs for the excavation equipment at a particular mine
with an on-site support team. In addition, some of these contracts call for our personnel to operate
the equipment being serviced. Parts consumed and services provided are charged to cost of
products sold and sales are calculated and recorded based on the parts and services utilization.
The customer is billed monthly and a liability for deferred revenues is recorded if payments
received exceed revenues recognized. At the time a loss on a contract becomes known, the
amount of the estimated loss is recognized in our consolidated financial statements. Revenue
from all other types of sales, primarily sales of aftermarket parts, net of estimated returns and
allowances, is recognized in conformity with Staff Accounting Bulletin No. 104, when all of the
following circumstances are satisfied: persuasive evidence of an arrangement exists, the price is
fixed or determinable, collectibility is reasonably assured and delivery has occurred or services
have been rendered. Criteria for revenue recognition is generally met at the time products are
shipped, as the terms are FOB shipping point.

The complexity of the cost estimation process and all issues related to assumptions, risks
and uncertainties inherent with the use of estimated costs in the percentage of completion method
of accounting affect the amounts reported in our financial statements. A number of internal and
external factors affect our cost of sales estimates, including engineering design changes,
estimated future material prices and customer specification changes. If we had used different
assumptions in the application of this and other accounting policies, it is likely that materially
different amounts would be reported in the financial statements. Bid and proposal costs are
expensed as incurred. A 1% change in the gross margin percentage on machines in progress at
December 31, 2006 would have the effect of changing our gross profit by approximately $2.2
million.

Warranty - Sales of our products generally carry typical manufacturers' warranties, the
maijority of which cover products for one year, based on terms that are generally accepted in the
marketplaces that we serve. We record provisions for estimated warranty and other related costs
as revenue is recognized based on historical warranty loss experience and periodically adjust
these provisions to reflect actual experience. Estimates used to determine the product warranty
accruals are significantly impacted by the historical percentage of warranty claims costs to net
sales. Over the last three years, this percentage has varied by approximately 0.1 percentage
points compared to the warranty costs to net sales percentage during 2006. Holding other
assumptions constant, if this estimated percentage were to increase or decrease 0.1 percentage
points, our warranty expense for 2006 would increase or decrease by approximately $0.7 million.

Pension and Other Postretirement Benefits - In September 2006, the Financial
Accounting Standards Board (“FASB”) issued SFAS No. 158, “Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans — an amendment of FASB Statements No. 87,
88, 106, and 132(R)" ("SFAS No. 158”). SFAS No. 158 requires an employer to recognize the
over funded or under funded status of a defined benefit postretirement plan (other than a
multiemployer plan) as an asset or liability in its balance sheet and to recognize changes in that
funded status in the year in which the changes occur through comprehensive income. SFAS No.
158 also requires an employer to measure the funded status of a plan as of the date of its year-
end balance sheet. We adopted the provisions of SFAS No. 158 as of December 31, 2006 as
required.

We have several defined benefit pension plans that are separately funded. We also provide
certain health care benefits to employees until age 65 and life insurance benefits for certain
eligible retired United States employees. Several statistical and judgmental factors which attempt
to anticipate future events are used in calculating the expense and liability related to these plans.
These factors include assumptions about the discount rate, expected return on plan assets, rate
of future compensation increases and health care cost trend rates, as we determine within certain
guidelines. in addition, our actuarial consultants also use subjective factors such as withdrawal
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and mortality rates to estimate these factors. The actuarial assumptions we use may differ
materially from actual results due to changing market and economic conditions, higher or lower
withdrawal rates, longer or shorter life spans of participants and changes in actual costs of health
care. These differences may result in a significant impact to the amount of pension and other
postretirement benefit expenses recorded by us.

In determining net periodic cost for pension benefits and for postretirement benefits other
than pensions for 2006, our actuarial consultants used a 5.50% discount rate and an expected
long-term rate of return on plan assets of 8.5%. The discount rate for 2006 was decreased from
5.75% in 2005 and the expected long-term rate of return on plan assets was decreased from
9.0% in 2005.

In selecting an assumed discount rate, we reviewed various corporate bond yields. The
8.5% expected long-term rate of return on plan assets is based on the average rate of earnings
expected on the classes of funds invested or to be invested to provide for the benefits of these
plans. This includes considering the trusts' targeted asset allocation for the year and the expected
returns likely to be eamed over the next 20 years. The assumptions used for the return of each
asset class are conservative when compared to long-term historical returns

The table below shows the effect that a 1% increase or decrease in the discount rate and
expected rate of return on plan assets would have on our pension and other postretirement
benefits obligations and costs:

2006 Benefit Cost January 1, 2006 Benefit Obligation
{Income)Expense Increase/{Decrease)
One One One Cne
Percentage- -  Percentage- Percentage- Percentage-

Point Increase  Point Decrease  Point Increase Point Decrease
{Dollars in thousands)
Pension benefits:

Assumed discount rate $(526) $605 $(8,684) $10,259
Expected long-term rate of
return on plan assets (612) 612 N/A N/A
Other postretirement benefits:
Assumed discount rate (156) 180 (1,545) 1,799

Accounting for Uncertainty in Income Taxes - In July 2006, the FASB issued FASB
Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (“FIN 48"). FIN 48 is an
interpretation of FASB Statement No. 109, “Accounting for Income Taxes,” and seeks to reduce
the diversity in practice associated with certain aspects of measurement and recognition in
accounting for income taxes. In addition, FIN 48 requires expanded disclosure with respect to the
uncertainty in income taxes and is effective as of the beginning of 2007. We are currently
evaluating the impact, if any, that FIN 48 will have on our financial statements.

Off Balance Sheet Arrangements

We do not have any off balance sheet financing arrangements that we believe have or are
reasonably likely to have a current or future material effect on our financial condition.
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our market risk is impacted by changes in interest rates and foreign currency exchange
rates. '

Interest Rates - Our interest rate exposure relates primarily to floating rate debt obligations
in the United States. We manage borrowings under our credit agreement through the selection of
LIBOR based borrowings or prime-rate based borrowings. If market conditions warrant, interest
rate swaps may be used to adjust interest rate exposures, although none have been used to date.
As of December 31, 2006, a sensitivity analysis was performed for our floating rate debt
obligations. Based on these sensitivity analyses, we have determined that a 10% change in the
weighted average interest rate as of December 31, 2006 would have the effect of changing our
interest expense on an annual basis by approximatety $.6 million.

Foreign Currency — We sell most of our machines, including those sold directly to foreign
customers, and most of our aftermarket parts in United States dollars. A limited amount of
aftermarket parts sales are denominated in the local currencies of Australia, Canada, South
Africa, Brazil, Chile and the United Kingdom, which subjects us to foreign currency risk.
Aftermarket sales and a portion of the labor costs associated with such activities are denominated
or paid in local currencies. As a result, a relatively strong United States dollar could decrease the
United States dollar equivalent of our sales without a corresponding decrease of the United States
dollar value of certain related expenses. We utilize some foreign currency derivatives to mitigate
foreign exchange risk.

Currency controls, devaluations, trade restrictions and other disruptions in the currency
convertibility and in the market for currency exchange could limit our ability to timely convert sales
earned abroad into United States dollars, which could adversely affect our ability to service our
United States dollar indebtedness, fund our United States dollar costs and finance capital
expenditures and pay dividends on our common stock.

Based on our derivative instruments outstanding as of December 31, 2006, a 10% change
. in foreign currency exchange rates would not have a material effect on our financial position,
results of operations ar cash flows.
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